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Financial Highlights 


millions, except per share data 

1999 

1998 

1997 

Revenues 

$ 41,071 

$ 41,575 

$ 41,574 

Income before extraordinary loss 

1,453 

1,072 

1,188 

Net income 

1,453 

1,048 

1,188 

Per common share 




Income before extraordinary 




loss 

3.81 

2.74 

2.99 

Net income 

3.81 

2.68 

2.99 

Excluding impact of 




noncomparable items 




Income excluding 




noncomparable items 

1,482 

1,300 

1,303 

Per common share 

3.89 

3.32 

3.27 

Total assets 

36,954 

37,675 

38,700 

Debt 

18,038 

19,669 

20,840 

Shareholders' equity 

6,839 

6,066 

5,862 


This annual report, including the chairman's comments, contains forward-looking 
statements which should be read in the context of the cautionary language found 
in the financial statements section of this report. 



Dear Fellow Shareholder: 

In 1999, Sears demonstrated what can 
happen when its two powerful profit 
engines- retail and credit begin firing 
simultaneously. The strong finish to the 
year resulted in record earnings for the 
fourth quarter and for the year. We saw 
earnings per share grow from $2.68 
in 1998 to $3.81 in 1999, an increase 
of 42 percent. Excluding noncomparable 
items, earnings per share increased 17 
percent, from $3.32 to $3.89 in 1999. 
Our return Ort equity increased to 23 
perceni in 1999, up from 18 percent 
in 1998. What's more, we are confident 
that the changes we are making throughout 
our organization will further strengthen 
our competitiveness. 

Retail, Credit Drive Record Earnings 

Sears recorded revenues in 1999 of 
$41.1 billion, up 2.7 percent from 1998, 
excluding the impact of divested busi¬ 
nesses. We expanded our margins by 20 
basis points while investing fn our online 
capabilities and our technology platform. 
In the end, we produced record earnings 
for the fourth quarter and a record $2.41 
billion in operating earnings for the year. 


ARTHUR C. MARTINEZ 

Chairman and 

Chief Executive Officer 


On the retail side, we generated strong 
sales growth in both appliances and 
home electronics. While the apparel 
businesses showed more modest growth, 
our important private brands such as 
TKS Basics for kids, Crossroads and 
Fieldmaster showed genuine strength. 
Sears Canada also turned in another 
strong performance, and we look for 
continued growth from Canada's only 
Full-line department store chain. 

In our credit business, we worked 
tirelessly to strengthen our portfolio 
quality, reduce our losses and improve 
our collection processes. Our success 
drove earnings from the receivables 
portfolio up 18 percent to $1 35 billion 
in operating income. Our active accounts 
reached 38.9 million u; 1999 and we 
added 4.4 million new accounts during 
the year. All 63 million customers in 
our portfolio were converted to the 
new TSYS system, which will give Sears 
greater flexibility in customer offerings. 
In addition, we converted 11 million of our 
accounts to ihe new Sears Premier Card. 


MAY I 5 2000 



Following a challenging 1998, 
our management team spent several 
intense months reevaluating the 
entire Sears enterprise inside and out. 
Most important, we doubled our focus 
on our customers. We hear them loud 
and clear. And the actions we took helped 
us set these impressive performance 
marks in 1999. 

Listening and Learning 

By closely examining our customers' 
opinions, we wanted to confirm precisely 
where we have equity with them, and 
what it will take to draw them to other 
areas of our business. Our research 
provided some powerful insights: 

> Customers are drawn to Sears 
largely because of our powerful brands — 
especially our private brands. 

> Our guarantees create confidence 

in Sears and our products and strongly 
motivate purchase decisions. 

> Our customers want us to more clearly 
define what we offer and create a more 
focused, simpler, trend-right store. 
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> Today's customers seek, a dynamic 
shopping experience, which includes an 
easy-to-nawlgate and ait easy-to-check-out. 
shopping environment. 

:> Customers often view Sears in a limited 
or singular dimension instead of seeing 
the whole-house appeal we offer. 

> Customers often do not recognize that 
we meet or beat our competitors for price 
and overall value on a consistent basis. 

Turning Feedback into Action 

We concentrated on translating our 
customers' suggestions info in-store 
initiatives that will capture their 
imaginations and transform their Sears 
shopping experience. 

First, we created the most strategically 
developed marketing program our 
company has ever launched —one 
that communicates a much stronger 
whole-house value and event message. 
Our new ad campaign, built around our 
core value proposition, “The good fife 
at a great price. Guaranteed,” strikes 
a chord with consumers. We punctuated 
the launch with our sponsorship of the 
Backstreet Boys'successful Millennium 
Tour and the rollout of a Pulse Card, 
which creates a membership loyalty 
program for younger shoppers. The new 
advertising produced an immediate 
improvement in sales, in fact, the 
day after Thanksgiving we recorded 
the single biggest day in our history 
for sales volume. 

Next, we took several important steps 
to ensure that we consistently deliver 
what ottr value proposition promises. 

We developed a strategy to orient our 
stores more clearly around the home 
and the good life our customers strive to 
create there, fn 2000, we will introduce 
in select Sears stores a new format 
that concentrates on five key focal areas 
that support today's lifestyles and our 
strengths: Appliances, Home Fashions, 
Tools, Kids and Electronics. Other areas 
such as Women's and Men's Apparel, 
Shoes, Sporting Goods and Home Office 
will assume more of a support role. 


Our private brands remain critical to 
our success. In the appliance sector, 
we strengthened our dominant Kenmore 
brand when we introduced the highly 
successful Kenmore Elite series, in the 
hardware business, we successfully piloted 
our new Tool Territory formal, which 
provides an unparalleled selection of 
Craftsman and other tools in a bright, 
spacious, hands-on environment. 

To showcase our private apparel brands, 
we built a new in-store shop program 
built around private brands like 
Crossroads and Fieldmaster. This format, 
will reach 450 stores in 2000. At the 
same time, we're integrating new national 
brands into our apparel assortment, 
including distinctive products from 
Nike and others. 

We took seriously our customers' call for 
a more focused shopping experience and 
began to review the breadth and depth 
of our merchandise. We started with 
our kids selections through our TKS 
Exceptional Value lines. Our customers 
clearly liked what they saw, and sales 
increased substantially. Next, we will 
continue the editing of our men's and 
women's offerings which wifi be reduced 
a further 20 percent in 2000. As a result, 
customers wilt see a deeper selection 
and inventory of sizes and colors in the 
merchandise we carry. 

Our customers told us they would 
like wider aisles, clearer signage and 
shopping carts, and we're responding 
with a new, less cluttered store design. 
We tested carts in a number of stores 
In the fourth quarter, and customers 
responded enthusiastically. We plan to 
have them in all locations by year-end. 

As our customers are faced with more 
credit alternatives than ever before, we 
need to provide them with good reasons 
to use their Sears Card. We're enhancing 
onr credit product, to make it more 
attractive to more customers. We intro¬ 
duced the new Sears Premier Card, 
which rewards out best customers with 
additional savings opportunities. 


Winning through Innovation 

Sears has a long history of providing 
innovative products and services to our 
customers.That tradition continued in 
1999 as our customers responded very 
well to the innovations we presented 
them. To give them greater access to our 
products and services, Sears launched 
the sale of appliances, parts and the Tool 
Territory over the sears.com Web site. 
Our online customers appreciate 
the "bricks behind the clicks" and the 
convenience of our nationwide delivery 
system. The result; have been exciting. 
Online sales in the fourth quarter 
exceeded expectations. But this is just 
the beginning. We see some extraordinary 
innovations for (he home coming from 
our online businesses in 2000 with some 
exciting strategic alliances. We'll signifi¬ 
cantly boost our investment in our online 
business in 2000. 

We also continue to delight customers 
with exciting new products and The 
Great Indoors format. We took valuable 
lessons in innovation from our successful 
Denver store and applied them to our 
new Scottsdale store to an overwhelming 
response from customers. Sales in 
Scottsdale started out strong and Denver 
sales grew 20 percent in 1999. We look 
forward to the opening of our Dallas store 
this year and have made plans for 
additional stores. On the product side, 
our new Kenmore Elite line-the ultimate 
in innovative styling and technology- 
has quickly become a favorite for 
Sears customers. 

A New Framework for Success 

As we digested the insights gained from 
examining our organization and listening 
to our customers, we took two necessary 
steps to create the infrastructure and 
cost structure we need to succeed in our 
highly competitive environment. 

We restructured the organization to 
focus on the whole of Sears so we could 
more effectively leverage our individual 
businesses for the greater good of 
the company. 
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We also looked' hard at om- entire cost 
structure. We engaged our associates 
to help us examine every aspect of 
our operations. Our charge was to 
identify savings opportunities without 
compromising direct customer service. 

We also focused on headcount in our 
headquarters and eliminated approxi¬ 
mately 1,000 positions. 

This strategy, of course, placed added 
pressure on our associates, and they 
responded valiantly. With their hard work 
and commitment, we are saving an 
estimated $5 to $10 million each month — 
funds we can deploy to strengthen our 
customer value proposition. We will 
realize the full effect of these cost-cutting 
actions, in 2000. 

To support our effort to streamline 
processes and create whole-house focus, 
we formed an office of the chief executive 
(o assist me in our decision making. 

Alan Lacy is responsible for all services, 
winch Includes both the Services and 
Credit business segments. Julian Day 
assumed the role of chief operating 
officer and manages ail operations, 
logistics, information technology and 
finance. By working together, we've 
discovered many more opportunities 
to exploit synergies between 
various businesses. 

Reaching Out to Communities 

Each, year we invest our time and 
resources to support (he communities 
that support our stores. In 1999, active 
and retired Sears associates, along with 
their families, gave more than 275,000 
hours of volunteer service through the 
America's Promise campaign. They also 
made significant contributions to various; 
disaster relief efforts and pledged 
more than $5-4 million to nonprofit 
organizations through the You Can Make 
a Difference workplace giving campaign. 
Sears and its associates, along with 
The Sears Roebuck Foundation, gave 
nearly $30 million in funding and 
merchandise to a variety of family-focused 
arts and human services agencies. 


Commitment to Sears 

I would like to take special note of 
another significant 1999 event at Sears, 
when in October, Jack Rogers retired 
from Sears Board of Directors after 
nearly 20 years of distinguished service. 
Jack's tenure spanned a period of great 
change in our company His commitment 
to Sears inspired us when prospects 
were unclear. And his wise counsel 
made him an extraordinary contributor. 
We miss him, and I sincerely thank Imn 
for his service. 

Opportunities for 2000 

Our success in 1999 was clearly 
no accident. We made deliberate moves 
to get our business back on track, and 
our customers responded. We expect 
to generate even greater success from 
many of the programs initiated in 1999. 
At the same time, we will find new ways 
to engineer success in other businesses. 
Here are some of our priorities 
and opportunities: 

> Revitalize our Full-line Stores. 

Specifically we will roll out the new 
Tool Terrifory format, which tested very 
well in 1999. Further, we will continue 
to build apparel brands and expand our 
in-store brand shops. We also will build 
our dominance in appliances through 
additional innovation. And we wili test 
the new store designs—which include 
everything from wider aisles to edited 
merchandise to shopping carts to make 
our stores more inviting to shop. 

> Suild on our tradition of innovation 
in retailing. For example, we will roll 
out The Great Indoors formal at a faster 
pace, opening 15 stores in the next one 
to two years. We will also open new 
Dealer Stores-the only ones of their 
kind in retailing - with formats customized 
for small town and urban locations. 

In 2000, our Sears Hardware format 
will continue to evolve as we combine 
the best of our existing Sears Hardware 
and Orchard Supply formats. 


> Aggressively grow sears.com to offer 

the best of Sears Online. levelop 

new business designs around home 
maintenance, home remodeling and 
home decorating, all delivered through 
strategic alliances. 

> Strengthen key brands. ■ . 1 build 

on the success of Kenmore Elite by 
expanding the product line. Craftsman 
will see a new professional line of tools. 
The recently introduced DieHard Security 
Battery demonstrates our commitment 

to a higher standard for innovation. 

> Enhance Credit performance. 

We will make the Sears Card more 
relevant, launch Sears co-branded 
MasterCard and forge tighter links 
with our retail organization. 

> Focus relentlessly on costs and 
asset productivity. 

As I said earlier, we spent a great deal 
of 1999 listening to our customers. 

We found the experience both informative 
and inspiring. They are refreshingly open 
and honest and tell us exactly what they 
expect from Sears. They are also very 
loyal to us, even as they tell us we must 
meet their needs to keep their business. 
And, most Important, we confirmed 
something we already knew —that our 
customers are truly amazing people who 
invite us into their busy lives every day. 

This year's annual report focuses on our 
customers. We asked them to help us 
define, in their own words, how Sears 
deliver “The good life at a great price. 
Guaranteed.” ft wasn t hard to find 
customers who were glad to help,They're 
the reason we enhance our Web site and 
open our doors every day. We're honored 
to be such an integral part of their lives. 
We hope you enjoy meeting them. 



Chairman and 
Clue' E.xei utive Officer 







The good life at a great price; Guararv 









OUR CUSTOMERS LOOK 0 SEARS 0 HELP ACHIEVE THEIR AMERICAN DREAM 

WE ARE PROUD 1 HAT THEY HAVE MADE USA PART OF THEIR I.JVES IN SO MANY 


WAYS. SEARS OFFERS QUALITY PRIVATE AND NATIONAL ERA N DS AT 
DEFINE VALUE. OUR CUSTOMERS ALSO KNOW THAT WF STAN D BEKI’ 
WE SELL, AND OUR GUARANTEES APE : M " i E$T IN THE INDUSTRY. 
THAT FOLLOW, SEARS CUSTOMERS EXPLAIN WHAI SEARS /CA S TO 
WE ENHANCE THEIR LIVES. 



JULIE WEATHERS, 
a busy mother, appreciates Sears on several 
different levels. 

Sears provides a lot of the comforts we just take 
for granted. Tilings like washing machines, dryers, 
dishwashers, microwaves, mowers and VCRs all 
bring us simplicity and convenience and that's 
certainly part of the good life. 


Just a few weeks ago, the pants I bought for 
my daughter were on sale. But then I used 
the Pulse Card, which is a special card Sears 
has right now in the Junior's department. 

And that saved an additional 10 percent off 
the sale price. 


I just like the reliability we get with Sears, and 
the assurance that if something does go wrong 
witfi a particular product, you can take it in, 
no questions asked. 



PRICES THAT 
JD EVERYTHING 
IN THE PAGES 
THEM AND HOW 
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OUR MARKETING STRATEGY PROMOTES A TOTAL, "WHOLE-HOUSE" VIEW OF SEARS SO 
CUSTOMERS DISCOVER MORE OF OUR PRODUCTS AND SERVICES. THE GOAL FOR 2000 
IS TO INCREASE CROSS SHOPPING, ENCOURAGING CUSTOMERS TO SHOP IN DIFFERENT 
DEPARTMENTS AND FORMATS. 


Sears 




<-.OOD 

£00D l 


-UO 


a LOIS CLETTENBERG, 

a lifelong customer, reflects on why she enjoys shopping at Sears for herself, and her 
husband, daughter and granddaughter. "If I'm going shopping, more than likely I'm 
going to start at Sears because of the quality and the selection. And I usually end up 
getting a good quality item for a good price -in the children's department, the women's 
department, the men's department and pretty much any department that I'm in. I’m just 
happy with Sears. I think they're a better store now than they were years ago.They're 
carrying more name brand items and you don't have to jump from one store to the other, 
because you pretty much have a good selection in one place." 

MICHAEL BLACKBURN > 

is an avid woodworker whose collection of Craftsman toois includes several passed 
down from his father and'grandfather. He admits he's “sort of hung up on the mystique 
of Sears. You know they're going to be there. You know you're going to be able to 
get something. You know they're going to take care of it if something breaks down. 
That's generally where I buy about 90 percent of my tools." 













Hlm like 

A CHAMPION 
TOOAH 
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FOR GENERATIONS, SEARS HAS PROVIDED AMERICAN FAMILIES WITH INNOVATIONS, 
CONVENIENCE AND QUALITY THAT CONTRIBUTE TO THEIR SENSE OF THE GOOO LIFE. 
THE KEN MORE ELITE LINE OF APPLIANCES FEATURES INNOVATIVE STYLING AND 
TECHNOLOGY, WHILE SEARS.COM OFFERS NEW SHOPPING CONVENIENCE. 



good life 


‘A/vM 



< VELVETA SHIPP 

cherishes a Sears product that helps her maintain the sparkle in a home filled with 
energetic grandkids. ''I've got mostly boys and they track in. One night here during football 
season, my grandson walks in with his cleats on. I have a rose carpet, and it had been 
raining outside, so he brought in a slew of mud. So I had to pull my rug cleaner out, and it 
was convenient. It pleases me immensely because ] don't have to worry about seeing these 
dirty spots until I call somebody. If they drop something, I can get it up. My grandchildren 
are happier, too, because now Granny's not going to get on them so much." 

LAURA CHURCHILL a 

enjoys creating a beautiful environment for her husband, son and twin daughters. 

She relates, "I'm a very visual person and I reaiiy like to look at beautiful things. 

I find a lot of special things at The Great Indoors. Their decorating selection is very 
different. Very eclectic. It's a hardware store and a department store combined." 

< ROBERT TURNER, 

a retired human resources professional, has a clear notion of what the good life means to 
him. He says, "My hobby —woodworking —is a key component of the good life. It's a great 
source of mental relaxation that contributes to my quality of life. Just about all of my 
major power tools are Craftsman. And some of the smaller hand-powered tools, too. 

If I need something along that line I go over to Sears and get it. They've opened a new 
Tool Territory department at my Iocai Sears tiiat has a huge selection. It's also laid out 
very nicely—bright, airy and very accessible." 
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IN 1999, WE VIGOROUSLY ATTACKED COSTS TO OFFER EVEN GREATER VALUE TO 
OUR CUSTOMERS, AND WE LET THEM KNOW IT THROUGH OUR NEW ADVERTISING 
CAMPAIGN. CUSTOMERS ARE RESPONDING, ANO WE WILL CONTINUE COMMUNICATING 
THIS MESSAGE. 


a great price 


knows the value Sears delivers when she shops for her husband and three children. 

She says, "Sears has the Kid Van tags program, and that's a big reason why I buy my kids' 
clothes there. The prices are very reasonable, especially when you consider the quality and 
durability of the clothes. And every time I go there, I find something new that I didn't see 
the last time. It seems like they're always putting new outfits out." 

KIMBERLY EASTMAN, 

a working mother, describes how she iiteraliy brought home the Sears shopping 
experience. "I just redid my entire kitchen. All my appliances came from Sears, and 1 
bought them all online. 1 feel it's just the wave of the future, and I'm happy to have had 
the opportunity to do it. The sears.com Web site is extremely user-friendly for a person 
that isn't really knowledgeable when it comes to computers. It was easy for me to log 
on and move around, and it gave me the information I needed to make my purchases. 
Then, when l placed my order, something came up on the screen offering free financing 
through January 2000, so l threw it all on my Sears Card. It was kind of a fot of money, 
so it was nice to be able to pay it off a month at a time.” 
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< KENNETH LEE.TCH, 

a “do-it-yourselfer," values the long-term commitment of Sears. He states', "I'm especially 
pleased with being able to find replacement parts and warranty service for units that were 
quite old. One of my refrigerators has been retired to the basement for about five years. 
The ice maker went bad, and I was delighted that I was able to go to Sears, get a part 
book on how to fix it and buy the parts." 


MARCA BRtSTO, a 

an advocate for the disabled, has participated iri Sears community relations programs and 
states, "Sears was among the first companies fo provide reasonable accommodations for 
disabled workers.. By employing people with disabilities, Sears has given many the economic 
independence that is so important to the good life. And on a personal levei. I know that 
if an appliance or other product needs installing or fixing, I can depend on Sears to 
keep its promises." 

< BARBARA BAFFA, 

a professional who appreciates concern for her schedule, describes a recent Sears 
experience this way. "A week ago today i went to Sears to get a new washer because 
my old one died after 28 years. I was expecting, 'Oh, we'll deliver this in two weeks,' and 
I'll have to take some time off work. But I was surprised to find out Sears delivers on 
Saturdays. Saturday morning the guy called me about 7:30 a.m. He said, 'We'll be there 
in a half an hour.' And they were here and 1 almost fainted. Plus, both the gentlemen who 
came to deliver and hook up were very, very nice and polite, and i understood them. 
This is a big factor, you know, because 1 had a lot of questions" 












You've got a lifetime 


to bo where you want to be. We'll meet you there 


DEBRA MOULTON a 

enjoys quality time with her children, and that includes 
their daily laundry ritual. Stic says, "We had a problem 
with the washing machine about a year and an half 
after we got it apd I don't think it was still under 
warranty. I called up Sears and they sent somebody 
out immediately. I had overloaded it with too many 
jeans or towels and it went off kilter. Well, something 
turned off and all you had to do was just turn it back 
on, but they didn't charge me or anything. To me, that 
means they value their customers." 










To thank you 

OUR VALUED SHAREHOLDER, 





OFF 



take 10% off the regular, sale or clearance price of 
any ciothing, accessory, shoe or home fashions purchase. 


SEE SACK FOR Del AILS 


To thank you 

OUR VALUED SHAREHOLDER, 


■ $ 

OFF 


take $25 off any home appliance or electronics purchase 
of $250 or more. 


see sack for details 


To thank you 

OUR VALUED SHAREHOLDER, 




get 0% finance charge for one full year on an installed 
high efficiency central heating or cooling system 

when you use your Sears Card. 

Call l-800-4-MY-H0ME SM for a free in-home estimate 
from a Sears heating and cooiing expert. 

SEC BACK FOA DETAILS 


To thank you 

OUR VALUED SHAREHOLDER, 


©.? 


take $5 off regular, sale or clearance priced purchase 
when you use your Sears Card. 


see Back for details 



COUPON GOOD THROUGH NOVEMBER 30, 2000. 

Saving* apply to merchandise only. Not valid on outlet store purchases, catalog orders, scars.com, 
Exceptional Values, Bose, Krups, Maytag Gemini, Neptune, and Climate lone, Nike, hearing aids, 
cosmetics, fragrances, Swiss Army watches, Premier G-Shock and Baby G watches, installed home 
improvements and maintenance agreements, Homclife Furniture, BF Goodrich AT/KO tires, Optical 
Exam Fees, Licensed Businesses. Not valid with other coupons or offers. One coupon per customer. 
Cash value 1/20 cent. Void If copied or transferred and where prohibited by law. Any other use 
constitutes fraud. Sales Associate: if unable to scan, ring as miscellaneous reduction. Please collect 
this coupon. 02000 Sears, Roebuck and Co. Satisfaction Guaranteed or Your Money Back. 
Sears Card 1 ' and Sears Premier Card 1 " are issued by Sears National Bank, 

Don't have a Sears Card? Apply with Rapid Choice or online at sean.com 
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Sears, Roebuck and Co. at a Glance 

Sears, Roebuck and Co. is a leading North American retailer of apparel, home and 
automotive products, and services. The company serves families across the United States 
through its 858 Full-line department stores, more than 2,100 specialized retail locations, 
and a variety of online offerings accessible through the company's Web site, 
www.sears.com. Sears also is the nation's number one credit provider among retailers. 


Full-line Stores located primarily in the best malls in (he nation: 

Full assortment of appliances, electronics and home improvement products and services. 
Complete selection of fashionable, quality apparel and accessories for the whole 
family at value prices. 

Exclusive Sears brands such as Kenmore, Craftsman, DieHard, Fieldmaster, 
Crossroads and TKS Basics all backed by the Sears guarantee. 

Leading national brands such as Nike, Maytag and Sony. 

Sears Hardware and Orchard Supply Hardware stores, featuring Craftsman tools, 
a wide assortment of national brands and other home repair products. 

Sears locally owned Dealer Stores, bringing to smaller communities and urban centers 
appliances, electronics, lawn and garden merchandise, hardware, automobile batteries 
and exclusive Sears brands such as Kenmore, Craftsman and DieHard. 

The Great Indoors, focusing on the four main rooms of the house kitchen, bedroom, 
bathroom and great room—and serving as a one-stop resource for home decorating 
and remodeling. 

Sears Auto Centers and NTB National Tire & Battery stores offering brand name (ires, 
DieHard batteries and related services. 

SERVICES 

Reliable home services including parts, repairs, product installation and services, 
HVAC, carpeting, pest control and cabinet refacing; service contracts that provide 
annual maintenance checks as well as repair and replacement coverage. 

Marketing channels that include specialty catalogs, telemarketing and direct mail. 
Direct marketing of goods and services such as merchandise, insurance and 
club memberships. 

Online solutions for the home, including online scheduling of product repair services 
and instant credit applications, the largest consumer parts site, Tool Territory with 
120 brands, and the largest online appliance store. 

CREDIT 

Credit provider to more than 60 million customer households through the Sears Card, 
the largest proprietary credit card in the retail industry. 

SEARS CANADA 

> Sears Canada, a majority-owned subsidiary and Canada's largest 
department store chain. 

> Offers retail, services and credit products similar to those offered in 
Sears domestic operations. 
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Consolidated Statements of Income 


millions, except per common share data 

1999 

1998 

1997 

Revenues 




Merchandise sales and services 

$36,728 

$36,957 

$36,649 

Credit revenues 

4,343 

4,618 

4,925 

Total revenues 

41,071 

41,575 

41,574 

Costs and expenses 

Cost of sales, buying and occupancy 

27,212 

27,444 

26,985 

Selling and administrative 

8,418 

8,384 

8,394 

Provision for uncollectible accounts 

871 

1,287 

1,532 

Depreciation and amortization 

848 

830 

785 

Interest 

1,268 

1,423 

1,409 

Reaffirmation charge 

— 

— 

475 

Restructuring and impairment costs 

41 

352 

— 

Total costs and expenses 

38,658 

39,720 

39,580 

Operating income 

2,413 

1,855 

1,994 

Other income, net 

6 

28 

144 

Income before income taxes, minority interest and extraordinary loss 

2,419 

1,883 

2,138 

Income taxes 

904 

766 

912 

Minority interest 

62 

45 

38 

Income before extraordinary loss 

1,453 

1,072 

1,188 

Extraordinary loss on early extinguishment of debt, net of tax 

— 

24 

— 

Net income 

$ 1,453 

$ 1,048 

$ 1,188 

Earnings per common share - basic: 




Income before extraordinary loss 

$ 3.83 

$ 2.76 

$ 3.03 

Extraordinary loss 

— 

0.06 

— 

Net income 

$ 3.83 

$ 2.70 

$ 3.03 

Earnings per common share - diluted: 

Income before extraordinary loss 

$ 3.81 

$ 2.74 

$ 2.99 

Extraordinary loss 

— 

0.06 

— 

Net income 

$ 3.81 

$ 2.68 

$ 2.99 


See accompanying notes. 
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Management’s Analysis of Consolidated Operations 


Sears, Roebuck and Co. and its consolidated subsidiaries 
("the Company") is a multiline retailer providing a wide array 
of merchandise and services in the United States, Puerto Rico 
and Canada. Operating results for the Company are reported 
for four domestic segments and one international segment. 

The domestic segments include the Company's operations in 
the United States and Puerto Rico. 

The Company's segments are defined as follows: 

Retail - consisting of: 

> Full-line Stores - 858 Fuff-line stores, averaging 88,000 
selling square feet, located primarily in the best mails in 
the nation and offering: 

— Softlines - A complete selection of fashionable, quality 
apparel and accessories for the whole family, plus cos¬ 
metics, fine jewelry and home fashions, at value prices; 
includes leading national brands as well as exclusive 
Sears brands such as Canyon River Slues, Fiefdmaster, 
Crossroads,TKS Basics and Circle of Beauty. 

— Hardlines - A full assortment of appliances, 
electronics and home improvement products and 
services; includes major national brands as well as 
exclusive Sears brands such as Kenmore, Craftsman, 
WeatherBeater and DieBard. 

> Specialty Stores - More than 2,100 specialty stores, 
located primarily in freestanding, off-the-mall locations 
or high-traffic neighborhood shopping centers. 

— Hardware Stores - 267 neighborhood hardware 
stores under the Sears Hardware and Orchard Supply 
Hardware names, averaging 20,000 to 40,000 selling 
square feet, that carry Craftsman tools, a wide assort¬ 
ment of national brands and other home repair products. 

— Dealer Stores - 738 independently-owned stores, aver¬ 
aging 5,000 selling square feet, that offer appliances, 
electronics, lawn and garden merchandise, hardware 
and automobile batteries in smaller communities and 
carry exclusive Sears brands such as Craftsman, 
Kenmore and DieHard. 

— Contract Sales - Showrooms dedicated to appliance and 
home improvement products for commercial customers. 

— The Great Indoors - Two prototype stores for home 
decorating and remodeling, averaging 100,000 selling 
square feet, dedicated to the four main rooms of the 
house: kitchen, bedroom, bathroom and great room. 


- Automotive Stores - 798 Sears Auto Centers and 
310 NTS National Tire & Battery stores that offer 
tires, DieHard and other brands of batteries, and 
related services. Auto Stores also included the Parts 
Group, which sold automotive parts through Parts 
America and Western Auto Stores until November 2, 
1998, when the Company sold the Parts Group. 

- Homelife Furniture Stores - included in 1997,1998 
and 1999 until January 30,1999, when the Company 
s old Homelife. 

Services - consisting of: 

> Home Services, which provides service contracts, 
product installation and repair services, major home 
improvements and other home services such as pest 
control and carpet cleaning. 

> Direct Response, consisting of direct-response marketing, 
which markets insurance (credit protection , life and health), 
clubs and services memberships, merchandise through spe¬ 
cialty catalogs, and impulse and continuity merchandise. 

Credit - which manages the Company's portfolio of credit card 
receivables arising from purchases of merchandise and services 
from domestic operations. The domestic credit card receivables 
portfolio consists primarily of Sears Card and Sears Premier 
Card account balances. 

Corporate - includes activities that are of an overall holding 
company nature, primarily consisting of administrative activi¬ 
ties and the Sears Online investment initiatives related to 
selling merchandise via the Company Web sites, the costs of 
which are not allocated to the Company's businesses. 

International - consisting of retail, services, credit and corpo¬ 
rate operations similar to the Company's domestic operations. 
International operations are conducted in Canada through 
Sears, Canada Inc. ("Sears Canada"), a majority owned sub¬ 
sidiary. International operations were also conducted through 
Sears, Roebuck de Mexico, S.A. de C.V. ("Sears Mexico"), a 
75.5% owned subsidiary until March 1997, when the Company 
sold 60% of the outstanding shares of Sears Mexico. 

Throughout management's analysis of consolidated 
operations and financial condition, certain prior year informa¬ 
tion has been reclassified to conform with the current year 
presentation. All references to earnings per share relate to 
diluted earnings per common share. 
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Management’s Analysis of Consolidated Operations (continued) 


RESULTS OF OPERATIONS 
Consolidated 

Net income in 1999 increased 38-6% to $1.45 billion, or 
$3.81 per share, from $1.05 billion, or $2.88 per share for 


1998. The results of operations for 1999,1998, and 1997 were 
affected by certain noncomparable items. The effects of these 
noncomparable items on net income and earnings per share are 
summarized as follows: 


millions, except per share <tela WPS 1998 1997 



AFTER-TAX 

EARNINGS 

PER SHARE 

AFTER-TAX 

EARNINGS 

PER SHARE 

AFTER TAX 

EARNINGS 

PER SHARE 

Net income excluding 
noncomparable items 

$1,482 

$ 3-89 

$1,300 

$3.32 

$1,303 

$3.27 

Restructuring charge for 

NTB and Corporate 

staff reductions 

(29) 

(0.08) 





Safe of Homelife 

— 

— 

(21) 

(0.05) 

— 

— 

Sale of Western Auto 

— 

— 

(243) 

(0.62) 

— 

— 

Extraordinary loss on 
debt extinguishment 



(24) 

(0.06) 



SFAS No. 125 accounting 

— 

— 

36 

0.09 

136 

0.35 

Reaffirmation charge 

— 

— 

— 

__ 

(320) 

(0.80) 

Sale of Advantis 

— 

— 

— 

— 

91 

0.23 

Sale of Sears Mexico 

— 

— 

— 

— 

(36) 

(0.09) 

Postretirement life insurance 

— 

— 

— 

— 

37 

0.09 

Parts America conversion 

— 

— 

— 

— 

(23) 

(0.06) 

Net income as reported 

$1,453 

$3.81 

$1,048 

$ 2.68 

$1,188 

$ 2.99 


Description of Noncomparabfe Items 
In the third quarter of 1999 the Company implemented 
certain cost reduction strategies resulting in a $46 million pre¬ 
tax charge ($29 million after-tax). Of the $46 million charge, 
$25 million related to the closing of 33 automotive stores 
and $21 million related to severance costs for headquarters 
staff reductions of approximately 450 employees. The Company 
anticipates annual savings of approximately $40 million 
(pretax) related to these cost reduction efforts. 

On November 18,1998, the Company entered into an 
agreement to sell its Homelife furniture business for $100 mil¬ 
lion In cash, a $10 million note receivable and a 19% ownership 
interest in the new Homelife business. The Company recorded a 
loss of $33 million ($21 million after-tax) in the fourth quarter 
of 1998 related to this transaction. The sale was completed on 
January 30,1999. 

On November 2,1998, the Company completed an 
Agreement and Plan of Merger of Western Auto, a wholly 
owned subsidiary, and Advance Auto Parts whereby Sears 
exchanged its interest in Western Auto for $175 million in 
cash and approximately 40% equity ownership interest in 
the resulting combined company. Based upon the terms of 
the sale, the Company recorded a pretax loss of $319 million 
($243 million after-tax) in 1998. 

On October 2,1998, the Company prepaid debt with 
a face value of $300 million, which was due in May 2000. 

The transaction generated an extraordinary loss of $37 million 
($24 million after-tax). The loss resulted primarily from the 
write-off of the related unamortized discount. 


In 1997, the Company implemented Statement of 
Financial Accounting Standards ("SFAS") No. 125, which 
changed the way the Company accounted for securitizations. 
SFAS Mo. 125 accounting provided incremental operating 
income of $58 million in 1998 and $222 million in 1997 
($36 million and $136 million, respectively, after-tax). 

The 1997 reaffirmation charge of $475 million ($320 mil¬ 
lion after-tax) represents the cost of the settlement of lawsuits 
and investigations which alleged that the Company bad 
violated the United States Bankruptcy Code and consumer 
protection laws in various states through activities related to 
certain debt reaffirmation agreements and other related mat¬ 
ters. There are no further open matters with respect to the 
reaffirmation charge taken in 1997. 

in 1997, the Company sold to IBM its 30% equity inter¬ 
est in Advantis, a joint venture between IBM and the Company. 
The sale resulted in a pretax gain of $150 million ($91 million 
after-tax) recorded in other income. 

In 1997, the Company sold 60% of the outstanding 
shares of Sears Mexico to Grupo Carso S.A. de C.V.The sale 
was recorded in the first quarter of 1997 and resulted in a 
pretax loss of $21 million reflected in other income and tax 
expense of $15 million, for an after-tax loss of $36 million. 

The Company changed its postretirement life insurance 
benefit plan in 1997 by eliminating retiree life insurance bene¬ 
fits for all active associates not retired by December 31,1997. 
This plan change resulted in a one-time pretax curtailment 
gain of $61 million ($37 million after-tax) recorded as a 
reduction of selling and administrative expense. 
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Management’s Analysis of Consolidated Operations (continued) 


The majority of the Western Auto stores were converted 
to the Parts America format in 2997 and, as a result, the 
Company recorded a pretax charge of $38 million ($23 million 
after-tax) for this initiative. 

Analysis of Consolidated Results Excluding 
Noncomparable Items 

Net income in 1999, excluding noncomparable items, was 
$1.48 billion or $3.89 per share, an increase of 17.2% over 
comparable 1998 per share earnings of $3.32.The improve¬ 
ment was the result of better performance in the Retail, 

Credit, and International segments and the reduction of 
shares outstanding, partially offset by a decline in Services 


results and higher Corporate expenses including investments 
m Sears Online. 

In 1998, net income excluding noncomparabte items was 
$1.30 billion or $3.32 per share, an increase of 1.5% over 
comparable 1997 per share earnings of $3.27.The improved 
profitability of the Credit and Services segments, coupled with 
strong International performance, a reduction of shares out¬ 
standing, and a lower effective tax rate was largely offset by 
a decline in Retail results. 

Reportable Segments 

Segment operating income as reported and excluding 
noncomparable items is as follows: 


millions. 


1999 



1998 



1997 



EXCLUDING 

EFFECT OF 


EXCLUDING 

EFFECT OF 


EXCLUDING 

EFFECT OF 



NON- 

NON- 


NON- 

NON- 


NON- 

NON- 



COMPARABLE 

COMPARABLE 


COMPARABLE 

COMPARABLE 


COMPARABLE 

COMPARABLE 



HEMS 

ITEMS 

AS REPORTED 

ITEMS 

ITEMS 

AS REPORTED 

ITEMS 

ITFMS 

AS REPORTED 

Retail 

$ 886 

$(25) 

$ 841 

$ 734 

$(352) 

$ 382 

$ 928 

$ 23 

$ 951 

Services 

329 

— 

329 

375 

— 

375 

361 

— 

361 

Credit 

1,347 

—- 

2,347 

2,086 

58 

1,144 

1,005 

(253) 

752 

Corporate 

(301) 

(21) 

(322) 

(211) 

— 

(211) 

(212) 

— 

(212) 

Domestic 










operating income 

2,241 

(46) 

2,195 

1,984 

(294) 

1,690 

2,082 

(230) 

1,852 

International 

218 

— 

218 

165 

— 

165 

142 

— 

142 

Total 










operating income 

$2,459 

$(46) 

$2,413 

$2,149 

$(294) 

$1,855 

$2,224 

$(230) 

$1,994 


Retail 

Retail store revenues as reported, operating income 
excluding noncomparable items, and related information 
are as follows: 

millions, except number of 
stores and Retail store revenues 


per selling square foot 

1999 

1998 

1997 

Full-line Stores revenues 

$23,798 

$23,140 

$22,839 

Specialty Stores revenues 

5,977 

7,289 

7,247 

Total Retail revenues 1 ” 

$29,775 

$30,429 

$30,086 

Operating income excluding 
noncomparable items 

$ 866 

$ 734 

$ 928 

Number of Full-iine Stores 

858 

845 

833 

Number of Specialty Stores 

2,153 

2,198 

2,697 

Total Retail stores 

3,011 

3,043 

3,530 

Retail store revenues per 
selling square foot' 2 ’ 

$ 325 

$ 31? 

$ 318 

Comparable store sales 
percentage increase <3 ’ 

1.8% 

1.1% 

2.3% 


The Company's 1997 fiscal year included 53 weeks, compared to 
52 weeks in 1999 and 1998. Excluding the 53rd week in 1997, 
total retail revenues increased 3.0% in 1998. 

1997 revenues per square foot calculation excludes the 
53rd week. 

Includes licensed businesses operating within the 
Full-line stores. 


Retail revenues decreased 2.1% in 1999 to $29.78 billion 
from $30.43 billion in 1998. Excluding the exited businesses, 
Western Auto and Homelife, retail revenues increased 3.2% 
in 1999. Revenues in 1999 and 1998 included 52 weeks com¬ 
pared to 53 weeks in 1997. 

Full-line Stores revenues increased 2.8% in 1999, benefit¬ 
ing from the net addition of 13 Full-line Stores as 19 stores 
were opened and 6 were closed. The full-line Stores increase 
was led by solid revenue performance in hardllnes merchandise 
as comparable store sales increased in 1999. Hardlines 
revenue increases in home appliances, electronics and home 
improvement were partially offset by a decline in home office 
merchandise sales. Apparel sales were strong in women's spe¬ 
cial sizes, infant's and toddler's, fine jewelry, home fashions, 
and cosmetics and fragrances but were offset by results in 
dresses, footwear, junior's, boy's, girl's and men's apparel. 

Specialty Store revenues decreased to $5.98 billion in 
2999 from $7.29 billion in 1998 due primarily to the sale of 
Western Auto and Homelife. Excluding the exited businesses, 
specialty retail revenues increased 4.7% in 1999.The strong 
revenue performance in Hardware and Dealer Stores was par¬ 
tially offset by a decline in Auto Stores revenues. 

The revenue increase in Hardware and Dealer Stores 
in 1999 resulted from the addition of new stores and strong 
comparable store sales increases. During 1999, the Company 
opened two net new Hardware Stores and 85 net new Dealer 
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Management’s Analysis of Consolidated Operations (continued) 


Stores. The Contract Sales business and The Great Indoors also 
produced revenue gains as the Company continued to expand 
these businesses. 

The Auto Stores 1999 revenues were below management’s 
expectations and declined from 1998 levels. Comparable store 
sales decreased and the Company closed 33 NTB stores in the 
third quarter of 1999. As of year-end, the Company operated 
798 Sears Auto Centers and 310 NTB stores. 

Retail revenues increased 1.1% in 1998 to $30.43 billion 
from $30.09 billion in 1997.1998 included 52 weeks of reve¬ 
nue compared to 53 weeks in 1997. 

Full-line Stores revenues increased 1.3% in 1998 as the 
Company added 12 net new Full-line Stores. In 1998, apparel 
sales gains were led by increases in women's special sizes, fine 
jewelry and cosmetics and fragrances, partially offset by weak 
sales of dresses, juniors, boy's and men’s apparel. Hardlines 
merchandise had a solid revenue increase in 1998 led by strong 
safes growth in home appliances and electronics merchandise, 
partially offset by a decline in home improvement and home 
office merchandise sales. 

Specialty Store revenues increased slightly to $7.29 bil¬ 
lion in 1998 from $7.25 billion in 1997 as strong performance 
in Hardware and Dealer stores was offset by a decline in Auto 
Stores revenue. Auto Stores revenues declined in 1998 from 
1997 as comparable store sales decreased from prior year lev¬ 
els, Western Auto had only 10 months of sales in 1998, and 
sales were affected by the .relatively mild winter weather. 

In addition to revenue performance, gross margin, selling 
and administrative expenses, and depreciation and amortization 
are important elements in determining Retail operating 
income,The following discussion of Retail gross margin, selling 
and administrative expense, and depreciation and amortization 
excludes the effect of noncomparabie items to provide a more 
meaningful comparison between years. The noncomparable 
items that affected the Retail segment operating income were 
the restructuring costs related to the closing of 33 NTB stores 
in 1999, the losses related to the sales of Western Auto and 
Homelife in 1998, and the Parts America conversion and the 
postretirement life insurance curtailment in 1997. 

Retail gross margin as a percentage of Retail revenues was 
flat in 1999 compared to 1998. While the first three quarters 
of 1999 reflected unfavorable gross margin rates compared to 
1998, in the fourth quarter, gross margin rates rebounded in 
both hardlines and apparel, lifting the retail gross margin rate 
for the full year to a level consistent with 1998. In 1998, Retail 
gross margin as a percentage of Retail revenues declined 90 
basis points from 1997. In 1998, the decline was due to higher 
promotional activity driven by a competitive retail environment. 

Retail selling and administrative expense as a percentage 
of Retail revenues improved 50 basis points in 1999 from 
1998. The improvement was primarily driven by lower market¬ 
ing expenses and improvements related to the exit of the 
Western Auto and Homelife businesses which had higher cost 
structures. In 1998, Retail selling and administrative expense 
as a percentage of Retail revenues improved 40 basis points 
from 1997. In 1998, the improvement was primarily due to 
leveraging payroll and other employee-related costs. 


Retail depreciation and amortization expense decreased 
1.8% in 1999 from 1998 and increased 5.0% in 1998 com¬ 
pared to 1997. The slight decrease in 1999 reflects the absence 
of depreciation and amortization from the exited businesses of 
Homelife and Western Auto. The increase in 1998 reflects the 
continuation of the Company's store remodeling program and 
the growth in the number of Specialty Stores in operation. 

Services 

Services revenues and operating income as reported 
are as follows: 


millions 

1999 

1998 

1997 

Revenues 

$3,078 

$3,113 

$3,073 

Operating income 

$ 329 

$ 375 

$ 361 


Services revenues, generated primarily by the Home 
Services business, declined 1.1% in 1999. Home Services 
revenues were down 1.6% due primarily to a decline in the 
home improvement business. Direct Response revenues 
increased 1.9% in 1999 from 1998 as the clubs and services 
business improved while insurance and other merchandise 
revenues were relatively flat. 

In 1998, Services revenues increased 1.3% primarily 
due to an 8.5% increase in revenues from Direct Response. 

All categories of Direct Response products showed improved 
revenue results in 1998, including clubs and services, insurance 
and specialty catalogs. In 1998 Home Services revenues were 
flat as an increase in installation services was offset by a slight 
decline in the home improvement business and the 53rd week 
included in 1997. 

Services gross margin as a percentage of Services reve¬ 
nues increased 20 basis points in 1999 from 1998. While gross 
margin rates were relatively flat in both the Home Services 
and Direct Response businesses, a shift in revenue towards the 
higher margin Direct Response business caused the overall 
margin rate to increase. In addition, included in the improved 
gross margin are the costs related to the exit of a Home 
Services licensed business relationship which adversely 
affected the Services gross margin rate by 65 basis points. 

In 1998, Services gross margin as a percentage of revenues 
improved 100 basis points from 1997, primarily due to 
improved profitability of the service contracts portfolio within 
the Home Services business. 

Services selling and administrative expense as a percent¬ 
age of Services revenues increased 130 basis points in 1999 
from 1998. The increase was primarily due to higher payroll, 
insurance and marketing costs. In 1998, Services selling and 
administrative expense as a percentage of Services revenues 
increased 50 basis points from 1997 due to increased infra¬ 
structure investments. 

Services depreciation and amortization expense increased 
16.3% in 1999 from 1998 and 16.7% in 1998 compared to 
1997. These increases reflect both infrastructure investments 
and recent acquisitions. 
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Management’s Analysis of Consolidated Operations (continued) 


Overall, while operating income for both Home Services 
and Direct Response decreased in 1999, the majority of the 
decrease came from the home improvement division of the 
Home Services business. Direct Response continued to provide 
a significant portion of the operating income for the Services 
segment in 1999. 

Credit 

Domestic Credit revenues and operating income are as follows: 


millions 

1999 

2998 

1997 

Credit revenues 

$4,085 

$4,369 

$4,649 

Operating income excluding 
noncomparable items 

$1,347 

$1,086 

$2,005 

Noncomparable items: 

SFAS No. 125 

— 

58 

222 

Reaffirmation charge 

— 

— 

(475) 

Operating income 

as reported 

$1,347 

$1,144 

$ 752 


Operating income as reported was $1.35 billion in 1999, 
an increase of $203 million over the 1998 level. Although 
credit revenue decreased during 1999, operating income 
favorabitity resulted from a lower provision for uncollectible 
accounts as the quality of the portfolio improved due to 
improved risk management techniques and investments made 
in the collection process. Increases in SG&A were more than 
offset by lower interest expense. 

in 1998, the primary reason for the $392 million increase 
in reported operating income in the Credit segment compared 
to 1997 was the $475 million reaffirmation charge which 
adversely affected 1997 results. 

In 1999, Credit revenues decreased 6.5% to $4.09 billion. 
The decrease in Credit revenues was attributable to a lower level 
of average owned credit card receivables and lower retained 
interest assets, In 1998, Credit revenues decreased 6.0% to 
$4.37 billion, reflecting lower average owned receivable bal¬ 
ances, and the 53rd week of revenues contained in 1997. 

A summary of certain Credit information for the managed 


portfolio is as follows; 

1999 

1998 

1997 

Sears Card as a % of sales' 1 ’ 47.9% 

51.6% 

55.1% 

Average account 

balance (dollars) $ 1,121 

$ 1,076 

$ 1,058 

Average managed credit 

card receivables (millions) $26,593 

$27,922 

$27,150 

Sears Card as a % of sales includes Full-line Stores, 
Stores, Home Services, and Retail Outlet Stores. 

Specialty 


The percentage of merchandise sales and services trans¬ 
acted with the Sears Card in 1999 declined to 47.9% compared 
to 51.6% in 1998, due to a greater preference for other pay¬ 
ment methods, including cash, check and third-party credit cards. 


Credit selling and administrative expense increased 9.0% 
in 1999 from the 1998 amount. This increase was primarily 
attributable to increased investment in credit collection efforts, 
enhanced risk management systems, the TSYS conversion costs 
and the launch of the Sears Premier Card. In 1998, selling and 
administrative expense increased 7.7% from the 1997 level 
primarily due to increased collection and risk management 
activities and litigation costs. 

Domestic provision for uncollectible accounts and related 
information is as follows: 


I'm//ions 

1999 

1998 

1997 

Provision for 

uncollectible accounts 

$ 837 

$ 1,261 

$ 1,493 

Net credit charge-offs 
to average managed 

credit card receivables' 11 ' 21 

6.44% 

7.35% 

6.48% 

Delinquency rates 
at year-end 111 

7.58% 

6.82% 

7.00% 

Owned credit 

card receivables 

$17,068 

$17,443 

$19,386 

Allowance for uncollectible 

owned accounts 

$ 725 

$ 942 

$ 2,077 


iU In 1998, ihe net credit charge-off rate includes the effect 
of the conversion of 12% of the accounts to the new credit sys¬ 
tem ("TSYS") in the fourth quarter of 1998. The effect on the 
charge-off rate was not material. In 1999, 38% of the accounts 
were converted in March and 50% in April. Balances are gener¬ 
ally charged-off earlier under the TSYS system than under the 
previously used proprietary system. 

The following table sets forth the quarterly net credit charge- 
off rates for the managed portfolio for 1999, 1998 and 1997. 
Although the 1998 annual charge-off rate was higher than 
1997, 1997 was a year of rapid deterioration in the charge-off 
rate while 2998 showed considerable improvement, in 1999, 
the charge-off rate continued to improve even though the 
Company converted to the TSYS operating system, which gener¬ 
ally charges-off accounts earlier than under the proprietary 
system previously used.The net charge-off rate is affected by 
seasonality, periodic sales of uncollectible accounts to third 
parties, bankruptcy trends and other general economic trends. 


0.1 02 Q3 04 Annual Rate 


2997 

4.97% 

5.69% 

6.87% 

7.76% 

6.48% 

1998 

8.12% 

7.37% 

7.20% 

6.74% 

735% 

2999 

7.08% 

7.11% 

6.39% 

5.20% 

. 

6.44% 


' 3> Delinquency rates in 1998 and 1997 were calculated based on 
the company's proprietary credit system. Under the Company's 
proprietary credit system, an account was generally considered 
delinquent when its cumulative past due balance was three or 
more times the scheduled minimum monthly payment. The 1998 
delinquency rate was for the 88% of the managed accounts that 
had not been converted to TSYS. For the TSYS accounts, which 
represented 12% of the managed accounts at year-end 1998, 
the delinquency rate was 9.28%. For TSYS accounts, the aging 
methodology is based on the number o( completed billing cycles 
during which a customer has tailed to make a required payment. 
Therefore, under TSYS, accounts are considered delinquent 
when a customer has failed to make a payment in each of (he 
last three or more billing cycles. The 1999 year-end delinquency 
rate is based on the TSYS methodology. 
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Management’s Analysis of Consolidated Operations (continued) 


The delinquency rates for accounts that had been converted 
to TSYS were as follows on a quarterly basis through 1999: 


January 2, 1999 (12% converted) 9.28% 

April 3,1999 (50% converted) 8.07% 

July 3,1999 (100% converted) 7.29% 

October 2,1999 <100% converted) 7.57% 

January 1,2000 (100% converted) 7.58% 


In 1999, the domestic provision for uncollectible accounts 
decreased $424 million to $837 million. The decrease is attrib¬ 
utable to lower average owned credit card receivable balances 
and improvement in portfolio quality during the year. As shown 
in the table above, delinquency rates on a TSYS basis declined 
from year-end 1998, when delinquencies were at 9.28%, to 
7.58% at the end of 1999. In addition, the net charge-off 
rate for 1999 decreased to 6.44% from 7.35% in 1998.The 
allowance for doubtful accounts at year-end is $725 million, 
or 4.26% of on-book receivables as compared to 5.44% at 
the prior year-end. 

In 1998, the provision for uncollectible accounts decreased 
15-5% from 1997.The decrease was primarily attributable 
to favorable trends in delinquency rates, charge-off experience 
and bankruptcy filings, as well as lower owned credit card 
receivable balances and one less week of provision expense 
in 1998 compared to 1997 due to the effect of the 53rd week. 
As of January 2,1999, the allowance was $942 million com¬ 
pared to $1.08 billion at January 3,1998. The $135 million 
decrease in the allowance for uncollectible accounts related 
to the improvement in portfolio quality and the reduction in 
owned credit card receivable balances. The owned credit card 
receivables decreased $1.94 billion during 1998 primarily 
due to the transfer of credit card receivables from Sears to 
a securitization Master Trust to provide receivable balances 
for future securitizations. Receivables transferred to the 
securitization Master Trust in 1998 were classified as retained 
interest in transferred credit card receivables in the balance 
sheet, and were transferred net of the related $106 million 
allowance balance. 

Interest expense from the domestic segments is included 
in the Credit segment discussion because the majority of the 
Company's domestic interest expense is allocated to the Credit 
segment. Generally, the domestic interest expense that is not 
allocated to the Credit segment is allocated to the Retail seg¬ 
ment and is not a significant cost relative to costs of sales, 
buying and occupancy, selling and administrative expense, and 
depreciation and amortization expense in the Retail segment. 

Domestic interest expense is combined with the funding 
cost on receivables sold through securitizations to represent 
total funding costs. The Company uses credit card receivable 
securitizations as a significant funding source and therefore, 
for purposes of this analysis, the interest paid on securitizations 


is considered a funding cost. The total domestic funding costs 
are as follows: 

millions 1999 1998 1997 

Domestic segments 

interest expense 1 ” $1,168 $1,318 $1,290 

Domestic funding cost 

of securitized receivables 419 433 437 

Total domestic 

funding costs $1,587 $1,751 $1,727 

1,1 Credit segment interest expense was $1,116, $1,244 and 
$1,259 for 1999, 1998 and 1997, respectively. 

Total domestic funding costs decreased 9.4% in 1999 to 
$1.59 billion. The decrease in funding costs reflects the lower 
level of average managed credit card receivable balances and a 
lower funding rate environment. In 1998, the increase in fund¬ 
ing costs reflects higher funding requirements due to a higher 
average managed credit card receivable portfolio, higher inven¬ 
tory levels and capital spending and share repurchases partially 
offset by a lower funding rate. 

Corporate 

Corporate expenses increased $111 million in 1999 compared 
to 1998. The increase is primarily attributable to investment 
spending for the Sears Online initiative and the $21 million 
restructuring charge related to staff reductions in the third 
quarter of 1999. In addition, increased spending on information 
systems and higher performance-based incentive costs drove 
Corporate expenses higher in 1999. In 1998, Corporate selling 
and administrative expense decreased $1 million compared to 
1997 due to targeted cost control efforts. 

International 

International revenues and operating income are as follows: 


millions 

1999 

1998 

1997 

Merchandise sales 

and services 

Credit revenues 

$3,875 

258 

$3,415 

249 

$3,490 

276 

Total revenues 

$4,133 

$3,664 

$3,766 

Operating income 

$ 218 

$ 165 

$ 142 


International operations include the results of Sears 
Canada for all periods presented and the results of Sears 
Mexico through the first quarter of 1997, when the Company 
sold its majority interest. 

International revenues were $4.13 billion in 1999, a 
12.8% increase from revenues of $3.66 billion in 1998. 
International revenues increased as Sears Canada experienced 
favorable results across all formats including Full-line stores, 
dealer stores, furniture stores, catalog, and credit. Comparable 
store sales were strong throughout the year. In 1998, revenues 
decreased 2.7% from 1997 due to the inclusion of $100 mil¬ 
lion of revenues related to Sears Mexico in the prior year. 
Sears Canada had strong retail and catalog sales performance 
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Management's Analysis of Consolidated Operations (continued) 


in 1998 compared to 1997. However, the favorable perfor¬ 
mance was partially offset by the negative effects of a weaker 
Canadian dollar. 

International gross margin as a percentage of International 
merchandise sales and services increased 130 basis points in 
1999 from 1998 primarily due to a sharper focus on the man¬ 
agement of the cost of goods sold. In 1998, gross margin as a 
percentage of merchandise sales and services decreased 30 
basis points from 1997 primarily due to increased buying costs. 

International selling and administrative expense as a per¬ 
centage of total revenues was relatively flat in 1999 compared 
to 1998 as payroll, benefits and other related costs kept pace 
with the higher sales levels. In 1998, International selling and 
administrative expense as a percentage of total International 
revenues improved 90 basis points from 1997. The selling and 
administrative rate improvement was primarily due to leverag¬ 
ing payroll and other employee related costs. 

International operating income improved $53 million in 
1999 compared to 1998. Operating income improved $23 mil¬ 
lion in 1998 compared to 1997. The improvement in both years 
is due to revenue growth resulting from the aggressive growth 
strategy in the furniture and dealer store networks and renova¬ 
tions of Full-line stores. 

On December 30,1999 Sears Canada acquired 
T. Eaton Company for $66 million. The acquisition included 
trademarks, leases on 16 stores and certain tax net operating 
loss carryforwards. 

Other Income 

Consolidated other income consists of: 


millions 

1999 

1998 

1997 

Gain on sale of Advantis 

$- 

$— 

$150 

Loss on sale of Sears Mexico 

Gain on sales of 

— 

— 

(21) 

property and investments 

10 

20 

7 

Miscellaneous 

(4) 

8 

8 

Total 

$ 6 

$28 

$144 


Income Tax Expense 

Consolidated income tax expense as a percentage of pretax 
income was 37.4% in 1999, 40.7% in 1998 and 42.7% in 
1997. The decrease in the effective tax rate in 1999 from 1998 
is a result of the unusually high effective rate in 1998 caused 
by certain non-tax deductible expenses related to the sale of 
Western Auto. Excluding the effect of the Western Auto sale, 
the Company's consolidated effective tax rate would have been 
38.2% in 1998. The 1997 tax rate was increased by certain 
non-tax deductible items related to the reaffirmation charge 
and the first quarter sale of Sears Mexico. Excluding these sig¬ 
nificant items, the consolidated effective tax rate would have 
been 39.9% in 1997. Excluding significant items in both 1998 
and 1997, the decrease in 1998 income tax expense as a 
percentage of pretax income compared to 1997 was due to 
favorable resolution of tax audit issuesas well as a reduction 
in domestic taxes on international operations. 


Market Risk 

The Company's outstanding debt securities and off-balance 
sheet derivatives are subject to repricing risk. The Company's 
policy is to manage interest rate risk through the strategic use 
of fixed and variable rate debt and interest rate derivatives. 

All debt securities and off-balance sheet derivatives are 
considered non-trading. At year-end 1999 and 1998, 23% 
and 27%, respectively, of the funding portfolio was variable 
rate (including current maturities of fixed-rate long-term 
debt that will reprice in the next 12 months and the effect 
of off-balance sheet derivative financial instruments, such as 
interest rate swaps). Based on the Company's funding portfolio 
as of year-end 1999 and 1998, which totaled $24.6 billion 
and $26.3 billion, respectively, a 100 basis point change in 
interest rates would affect annual pretax funding cost by 
approximately $56 million and $70 million, respectively.The 
calculation assumes the funding portfolio balance at year-end 
remains constant for an annual period and that the 100 basis 
point change occurs at the beginning of the annual period. 

Inflation 

The moderate rate of inflation over the past three years has not 
had a significant effect on the Company's sales and profitability. 

Outlook 

In 2000, the Company expects operating income improvement 
in its Retail, Services, Credit and International segments and 
expects earnings per share to benefit from a reduction in 
shares outstanding due to its $1.5 billion share repurchase 
program.The Company anticipates low double-digit earnings 
per share growth, excluding non-comparable items, for the full 
year of 2000. 

Cautionary Statement Regarding 
Forward-Looking Information 

Certain statements made in this Annual Report including 
the Chairman's Letter are forward-looking statements made in 
reliance on the safe harbor provisions of the Private Securities 
Litigation Reform Act of 1995. As such, they involve risks and 
uncertainties that could cause actual results to differ materi¬ 
ally. The Company's forward-looking statements are based on 
assumptions about many important factors, including competi¬ 
tive conditions in the retail industry; changes in consumer 
confidence and spending; acceptance of new products; the 
ability of the Company to successfully implement its promo¬ 
tional plan and cost control strategy; success of technological 
advances; general United States economic conditions, such as 
higher interest rates; and normal business uncertainty. In addi¬ 
tion, the Company typically earns a disproportionate share of 
its operating income in the fourth quarter due to holiday buying 
patterns, which are difficult to forecast with certainty. While 
the Company believes that its assumptions are reasonable, it 
cautions that it is impossible to predict the impact of such fac¬ 
tors which could cause actual results to differ materially from 
predicted results. The Company intends the forward-looking 
statements in this annual report to speak only at the time of 
its release and does not undertake to update or revise these 
projections as more information becomes available. 
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Consolidated Balance Sheets 


millions, except per share data 

i<m 

1998 

Assets 

Current assets 



Cash and cash equivalents 

$ 729 

$ 495 

Retained interest in transferred credit card receivables 

3,144 

4,294 

Credit card receivables 

18,793 

18,946 

Less allowance for uncollectible accounts 

760 

974 

Net credit card receivables 

18,033 

17,972 

Other receivables 

404 

397 

Merchandise inventories 

5,069 

4,816 

Prepaid expenses and deferred charges 

579 

506 

Deferred income taxes 

709 

791 

Total current assets 

28,667 

29,271 

Property and equipment 



Land 

370 

395 

Buildings and improvements 

5,837 

5,530 

Furniture, fixtures and equipment 

5,209 

4,871 

Capitalized leases 

496 

530 

Gross property and equipment 

11,912 

11,326 

Less accumulated depreciation 

5,462 

4,946 

Total property and equipment, net 

6,450 

6,380 

Deferred income taxes 

367 

572 

Other assets 

1,470 

1,452 

Total assets 

$36,954 

$37,675 

Liabilities 



Current liabilities 



Short-term borrowings 

$ 2,989 

$ 4,624 

Current portion of long-term debt and capitalized lease obligations 

2,165 

1,414 

Accounts payable and other liabilities 

6,992 

6,732 

Unearned revenues 

971 

928 

Other taxes 

584 

524 

Total current liabilities 

13,701 

14,222 

Long-term debt and capitalized lease obligations 

12,884 

13,631 

Postretirement benefits 

2,180 

2,346 

Minority interest and other liabilities 

1,350 

1,410 

Total liabilities 

30,115 

31,609 

Commitments and contingent liabilities 

Shareholders' equity 

Common shares ($.75 par value per share. 



1,000 shares authorized, 369.1 and 383.5 shares outstanding) 

323 

323 

Capital in excess of par value 

3,554 

3,583 

Retained earnings 

5,952 

4,848 

Treasury stock — at cost 

(2,569) 

(2,089) 

Deferred ESOP expense 

(134) 

(175) 

Accumulated other comprehensive income 

(287) 

(424) 

Total shareholders’equity 

6,839 

6,066 

Total liabilities and shareholders’equity 

$36,954 

$37,675 


See accompanying notes. 
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Management’s Artafysis of Consolidated Financial Condition 


ANALYSIS OF CONSOLIDATED FINANCIAL CONDITION 

The Company's significant financial capacity and flexibility are 
exemplified by the quality and liquidity of its assets and by its 
ability to access multiple sources of capital. 

The owned credit card receivables balance of $18.79 billion 
excludes credit card receivables transferred to a securitization 
Master Trust ("Trust"). Through its subsidiary, SRFG, Inc., the 
Company sells securities backed by a portion of the receivabfes 
in the Trust to provide funding. In addition to the receivables in 
the Trust which back securities sold to third parties, the Company 
transfers additional receivables to the Trust in accordance with 
the terms of the securitization transactions and to have receiv¬ 
ables readily available for future securitizations. 

A summary of these balances at year-end is as follows: 


millions 

1 m 

1998 

1997 

Domestic: 

Managed credit 

card receivables 

$26,785 

$28,357 

$28,945 

Securitized 

balances sold 

(6,579) 

(6,626) 

(6,404) 

Retained interest 

in transferred 

credit card 

receivables 111 

(3,175) 

(4,400) 

(3,316) 

Other customer 

receivables 

37 

112 

161 

Domestic owned 

credit card receivables 

17,068 

17,443 

19,386 

International owned 

credit card receivables 

1,725 

1,503 

1,570 

Consolidated owned 

credit card receivables 

$18,793 

$18,946 

$20,956 


The 1999 and 1998 retained interest amounts are shown 
before reserves of $31 million and $106 million, respectively, 
related to the transfer of credit card receivables into the 
Master Trust m 1998. 


The credit card receivable balances are geographically 
diversified within the United States and Canada. The Company 
grams retail consumer credit based on the use of proprietary 
and commercially available credit histories and scoring models. 
The Company promptly recognizes uncof/ectibie accounts and 
maintains an adequate allowance for uncollectible accounts to 
reflect iosses inherent in the owned portfolio as of the balance 
sheet date. 

Inventories are primarily valued on the last-in, first-out 
or LIFO method. Inventories would have been $595 million 
higher if valued on the first-in, first-out or FIFO method at 
January 1,2000. Inventories on a FIFO basis totaled $5.66 bil¬ 
lion at January 1, 2000, compared to $5.50 billion at January 2, 
1999. The increase in inventory levels is primarily due to addi¬ 
tional inventory needed to support new Full-line stores, new 
Specialty Stores, and the growth of Sears Canada. The sale 
of Homelife partially offset some of the general increase in 
inventory levels. 








26 SEARS, ROEBUCK AND CO. 


Consolidated Statements of Cash Flows 


millions 

1999 

1998 

1997 

Cash flows from operating activities 

Net income 

$ 1,453 

$ 1,048 

$ 1,188 

Adjustments to reconcile net income to net cash provided by 
(used in) operating activities 




Depreciation, amortization and other noncash items 

908 

907 

807 

Extraordinary loss on early extinguishment of debt 

— 

37 

— 

Provision for uncollectible accounts 

871 

1,287 

1,532 

Restructuring, impairments and sale of businesses 

46 

352 

(129) 

(Gain) loss on sales of property and investments 

(10) 

(20) 

7 

Change in (net of acquisitions): 




Deferred income taxes 

356 

178 

273 

Retained interest in transferred credit card receivables 

1,150 

(978) 

(1,056) 

Credit card receivables 

(873) 

423 

(2,285) 

Merchandise inventories 

(305) 

(167) 

(475) 

Other operating assets 

(150) 

(65) 

(160) 

Other operating liabilities 

251 

88 

(258) 

Net cash provided by (used in) operating activities 

3,697 

.3,090 

(556) 

Cash flows from investing activities 

Acquisition of businesses, net of cash acquired 

(68) 

(34) 

(138) 

Proceeds from sales of property and investments 

118 

220 

394 

Purchases of property and equipment 

(1,033) 

(1,212) 

(1,328) 

Net cash used in investing activities 

(983) 

(1,026) 

(1,072) 

Cash flows from financing activities 

Proceeds from long-term debt 

1,491 

2,686 

3,920 

Repayments of long-term debt 

<1,516) 

(3,375) 

(3,299) 

(Decrease) increase in short-term borrowings, primarily 90 days or less 

(1,653) 

(576) 

1,834 

Termination of interest rate swap agreements 

— 

— 

(633) 

Repayments of ESOP note receivable 

57 

23 

16 

Common shares purchased 

(570) 

(528) 

(170) 

Common shares issued for employee stock plans 

61 

126 

103 

Dividends paid to shareholders 

(355) 

(278) 

(441) 

Net cash (used in) provided by financing activities 

(2,485) 

(1,922) 

1,330 

Effect of exchange rate changes on cash and cash equivalents 

5 

(5) 

(4) 

Net increase (decrease) in cash and cash equivalents 

234 

137 

(302) 

Balance at beginning of year 

495 

358 

660 

Balance at end of year 

$ 729 

$ 495 

$ 358 


See accompanying notes- 
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Management’s Analysis of Consolidated Financial Condition (continued) 


Capital Resources 

Total net funding for the Company at January 1, 2000, was 
$24.62 billion compared with $26.30 billion at January 2, 
1999. The decrease in net funding is primarily due to a 
decrease in domestic managed credit card receivable balances 


at year-end 1999 compared to year-end 1998. Net year-end 
funding, including debt reflected on the balance sheet and 
investor certificates related to credit card receivables sold 
through securitizations, is as follows: 


in if lions 

1999 

% OF TOTAL 

1998 

% OF TOTAL 

1997 

% OF TOTAL 

Short-term borrowings 

Long-term debt and 

$ 2,989 

12.2% 

$ 4,624 

17.6% 

$ 5,208 

19.1% 

capitalized lease obligations 

15,049 

61.1% 

15,045 

57.2% 

15,632 

57.4% 

Securitized balances sold 

6,579 

26.7% 

6,626 

25.2% 

6,404 

23.5% 

Total funding 

$24,617 

100.0% 

$26,295 

100.0% 

$27,244 

100.0% 


In 1999, the Company reduced the percentage of short¬ 
term borrowings and increased fixed-rate, longer-term debt 
and securitization funding in its funding mix as interest rate 
conditions were favorable in the term debt markets. The 
Company accesses a variety of capital markets to preserve 
flexibility and diversify its funding sources. The broad access 
to capital markets also allows the Company to effectively man¬ 
age liquidity and repricing risk. Liquidity risk is the measure 
of the Company's ability to fund maturities and provide for the 
operating needs of its businesses. Repricing risk is the effect 
on net income from changes in interest rates. The Company's 
cost of funds is affected by a variety of general economic 
conditions, including the level and volatility of interest rates. 

To aid in the management of repricing risk, the Company uses 
off-balance sheet financial instruments, such as interest rate 
swaps.The Company has policies that centrally govern the use 
of such off-balance sheet financial instruments. 

The ratings of the Company's debt securities as of 
January 1, 2000, appear in the table below: 



Moody's 

Investors 

Services, 

Inc. 

Standard 

& Poor’s 

Duff & 

Phelps 

Credit 
Rating Co. 

Fitch 

IBCA, 

Inc. 

Unsecured 

long-term debt 

A3 

A- 

A 

A 

Unsecured 

commercial paper 

P-2 

A-2 

D-l 

F-l 

Term securitization 

Aaa 

AAA 

AAA 

AAA 


On February 24,2000, the Duff & Phelps Credit Rating Co. 
changed its ratings on the Company's debt securities from A, D-l 
and AAA, to A-, D-l- and AAA, respectively. 

The Company utilizes Sears Roebuck Acceptance Corp. 
("SRAC"), a wholly owned subsidiary, to issue commercial 
paper, to maintain a medium-term note program, and to issue 
intermediate and long-term underwritten debt. SRAC issued 
term debt securities totaling $1.1 billion in 1999. SRAC com¬ 
mercial paper outstanding was $2.68 billion and $4.24 billion 
at January 1, 2000, and January 2,1999, respectively. SRAC 
commercial paper is supported by $5.06 billion of syndicated 


credit agreements, $875 million of which expires in 2002 and 
$4,185 billion of which expires in 2003. The weighted average 
interest rate on SRAC fixed rate term debt issued in 1999 was 
6.44% compared to 6.43% in 1998. The following securities 
were issued during 1999: 

> $750 million of 6.25%, 10-year underwritten notes, 
at a yield of 6.43% 

> $250 million of variable rate medium term notes, 
with an average term of 1.8 years; and 

> $99 million of fixed rate medium term notes, with an aver¬ 
age coupon of 6.51% and an average term of 4.3 years. 

The Company, through its subsidiary SRFG, Inc., securitizes 
domestic credit card receivables to access intermediate-term 
funding in a cost-effective manner. In 1999, the Company 
issued $1.4 biffion of fixed-rate term certificates through 
securitizations, compared to $985 million in 1998. As of 
January 1, 2000, there were $6.58 billion of investor certifi¬ 
cates outstanding that were backed by sold domestic credit 
card receivables. 

Capital Spending 

The Company has an ongoing capital expenditure program 
to renovate and update its Full-line Stores. In addition, the 
Company has added more Full-line and Specialty Stores. 
Capital expenditures during the past three years are as follows: 


millions 

1999 

1998 

1997 

Full-line Stores, 
primarily remodeling 
and expansion efforts 

$ 673 

$ 672 

$ 812 

Specialty Stores 

114 

241 

320 

Other - distribution / 

support 

246 

299 

196 

Total capital expenditures 

$1,033 

$1,212 

$1,328 


The Company plans capital expenditures of $1.2 billion for 
2000, which includes the opening of approximately 10 Full-line 
Stores, and more than 175 Specialty Stores. The Company may 
also pursue selective strategic acquisitions. 
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Consolidated Statements of Shareholders’Equity 





Capital 




Accumulated 




Common 


in Excess 



Deferred 

Other 

Total 

Total 

dolJari in millions 

Shares 

Common 

of Par 

Retained 

Treasury 

ESOP 

Comprehensive 

Shared otter*' 

Comprehensive 

Shares m thousands 

Outstandi/iy 

Slock 

Value 

Earnings 

Stock 

Expense 

fncome 

Equity 

Income 

Balance, beginning 










of year 1997 

391,394 

$323 

$3,618 

$3,330 

$(1,655) 

$(230) 

$(441) 

$4,945 


Net income 

Other comprehensive income: 




1,188 




1,188 

$1,188 

Currency translation 
Reclassification 







(17) 

(17) 

(17) 

adjustment for 
loss included in 










net income 







87 

87 

87 

Minimum pension 










liability, net of 
tax of $34 







60 

60 

60 

Total comprehensive 










income 









$1,318 

Dividends to shareholders 
($0.92 per share) 

Stock options exercised 




(360) 




(360) 


and other changes 

2,936 


(20) 


123 



103 


Shares repurchased 

(3,442) 




(170) 



(170) 


ESOP expense recognized 






26 


26 


Balance, end of year 1997 

390,888 

$323 

$3,598 

$4,158 

$(1,702) 

$(204) 

$(311) 

$5,862 


Net income 

Other comprehensive income: 




1,048 




1,048 

$1,048 

Currency translation 
Minimum pension 







(31) 

(31) 

(31) 

liability, net of 
tax of $45 







(82) 

(82) 

(82) 

Total comprehensive 










income 









$ 935 

Dividends to shareholders 
($0.92 per share) 

Stock options exercised 




(358) 




(358) 


and other changes 

3,263 


(15) 


141 



126 


Shares repurchased 

(10,643) 




(528) 



(528) 


ESOP expense recognized 






29 


29 


Balance, end of year 1998 

383,508 

$323 

$3,583 

$4,848 

$(2,089) 

$(175) 

$(424) 

$6,066 


Net income 

Other comprehensive income: 




1,453 




1,453 

$1,453 

Currency translation 
Minimum pension 







14 

14 

14 

liability, net of 
tax of $57 







104 

104 

104 

Unrealized gain on 










securities held, 
net of tax of $11 







19 

19 

19 

Total comprehensive 










income 









$1,590 

Dividends to shareholders 
($0.92 per share) 

Stock options exercised 




(349) 




(349) 


and other changes 

2,041 


(29) 


90 



61 


Shares repurchased 

(16,421) 




(570) 



(570) 


ESOP expense recognized 






41 


41 


Balance, end of year 1999 

369,128 

$323 

$3,554 

$5,952 

$(2,569) 

$(134) 

$(287) 

$6,839 



See accompanying notes. 
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Management’s Analysis of Consolidated Financial Condition (continued) 


Share Repurchases 

During 1999, the Company repurchased 16.4 million shares 
of its common stock for $570 million under its February 1998 
share repurchase program related to employee stock-based 
incentive plans and its March 1999 $1.5 billion repurchase 
plan. As of the end of 1999, the Company has the capacity 
to repurchase $1.04 billion of shares under tiie March 1999 
$1.5 billion repurchase plan. 

Liquidity 

Based upon the expected cash flow to be generated from 
future operations and the Company's ability to cost-effectively 
access multiple sources of funding, the Company believes suffi¬ 
cient resources will be available to maintain its planned level 
of operations, capital expenditures, dividends and share repur¬ 
chases in the foreseeable future. 

Year 2000 

Year 2000 compliance is the ability of information systems 
to properly recognize and process dates and date-sensitive 
information including the year 2000 and beyond (commonly 
referred to as Year 2000 or Y2K). Year 2000 compliance is 
critical to the Company because the Company and many of its 
merchandise vendors and service providers are highly reliant 
on information systems to operate their businesses. 


The Company used both internal and external resources 
to complete its Year 2000 compliance initiatives. The Year 
2000 efforts of the Company's credit and bank operations 
were also subject to regulatory review. 

The Company did not experience any significant Y2K 
problems. All Sears facilities opened as planned, systems were 
available on time and data centers, networks and infrastructure 
were operational continuously. 

As of January 1, 2000, the Company's total costs (includ¬ 
ing external costs and the costs of internal personnel) related 
to its Year 2000 effort are approximately $62 million, all of 
which the Company (including Sears Canada) has incurred. 

In addition, the Company has accelerated the planned develop¬ 
ment of new systems with improved business functionality to 
replace systems that were not Year 2000 compliant, including 
the Company's new payroll processing system. These systems 
cost approximately $80 million, all of which the Company has 
incurred as of January 1, 2000. The Company funded Year 
2000 costs with cash flows from operations. 
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Notes to Consolidated Financial Statements 


NOTE >1> SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 
Basis of Presentation 

The consolidated financial statements include the accounts of 
Sears, Roebuck and Co. and all majority-owned domestic and 
international companies ("the Company"}. Investments in com¬ 
panies in which the Company exercises significant influence, 
but not control, are accounted for using the equity method of 
accounting. Investments in companies in which the Company 
has less than a 20% ownership interest, and does not exercise 
significant influence, are accounted for at cost. 

The preparation of financial statements in conformity with 
generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts 
of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported 
amounts of revenues and expenses during the reporting period. 
Actual results could differ from these estimates, 

Certain reclassifications have been made in the 1998 
and 1997 financial statements to conform with the current 
year presentation. 

Fiscal Year 

The Company's fiscal year ends on the Saturday nearest 
December 31. Unless otherwise stated, references to years in 
this report relate to fiscal years rather than to calendar years. 


Fiscal year 

ENDED 

WEEKS 

1999 

January 1, 2000 

52 

1998 

•January 2,1999 

52 

1997 

January 3,1998 

53 


Merchandise Sales and Services 

Revenues from merchandise sales and services are net of 
estimated returns and allowances and exclude sales tax. 
Included in merchandise sales and services are gross revenues 
of licensees of $1.69, $1.74 and $1.85 billion for 1999,1998 
and 1997, respectively. In December 1999 the Securities and 
Exchange Commission (SEC) issued Staff Accounting Bulletin 
No. 101, "Revenue Recognition in Financial Statements", 
which effectively changes previous guidance related to the 
recording of licensed business revenues for retail companies. 
In the year 2000, the Company will change its method of 
recording licensed business revenue. This change will reduce 
reported revenue and reported expenses, but have no impact 
on operating income. 

Service Contracts 

The Company sells extended service contracts with terns 
of coverage generally between 12 and 36 months. Revenues 
and incremental direct acquisition costs from the safe of these 
contracts are deferred and amortized over the lives of the 
contracts. Costs related to performing the services under the 
contracts are expensed as incurred. 

Store Preopening Expenses 

Costs associated with the opening of new stores are expensed 
as incurred. 


Earnings Per Common Share 

Basic earnings per common share is computed by dividing 
net income available to common shareholders by the weighted 
average number of common shares outstanding. Diluted earn¬ 
ings per common share also includes the dilutive effect of 
potential common shares (dilutive stock options) outstanding 
during the period. 

Cash and Cash Equivalents 

Cash equivalents include all highly liquid investments with 
maturities of three months or less at the date of purchase. 

Retained Interest in Transferred Credit Card Receivables 

As part of its domestic credit card securitizations, the Company 
transfers credit card receivables to a Master Trust ("Trust") in 
exchange for certificates representing undivided interests in such 
receivables. Effective January 3,1998, the Company reclassi¬ 
fied, for all periods presented, its retained interest in transferred 
credit card receivables to a separate balance sheet account and 
presented the related charge-offs of transferred credit card 
receivables as a reduction of credit revenues. Subsequent to 
January 3,1998, amounts transferred from the Company's 
credit card portfolio to the Trust become securities upon transfer. 
Accounts are transferred net of the related allowance for uncol¬ 
lectible accounts and income is recognized generally on an 
effective yield basis over the collection period of the transferred 
balances.The retained interest consists of investor certificates 
held by the Company and the seller's certificate, which repre¬ 
sents both contractually required seller's interest and excess 
seller's interest in the credit card receivables in the Trust. The 
contractually required seller's interest represents the dollar 
amount of credit card receivables that, according to the terms 
of the Company's securitization agreements, must be included 
in the Trust in addition to the amount of receivables which back 
the securities sold to third parties. The excess seller's interest is 
the dollar amount of receivables that exist in the Trust to provide 
for future securitizations, but is not contractually required to be 
in the Trust. Retained interests are as follows: 


millions 

mi 

1998 

1997 

Investor certificates 
held by the Company 

$ 960 

$ 920 

$ 545 

Contractually required 
seller's interest 

760 

764 

697 

Excess seller's interest 

1,455 

2,716 

2,074 

Retained interest in 

transferred credit 

card receivables 

$3,175 U) 

$4,400 UI 

$3,316 


The 1998 retained interest amount is shown before reserve of 
$106 million related to the transfers during 1998, $31 mil¬ 
lion of which remains at the 1999 year-end. 


The Company intends to hold the investor certificates 
and contractually required seller's interest to maturity. The 
excess seller's interest is considered available for sale. Due to 
the revolving nature of the underlying credit card receivables, 
the carrying value of the Company's retained interest in trans¬ 
ferred credit card receivables approximates fair value and is 
classified as a current asset. 
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Credit Card Receivables 

Credit card receivables arise primarily under open-end revolv¬ 
ing credit accounts used to finance purchases of merchandise 
and services offered by the Company. These accounts have vari¬ 
ous billing and payment structures, including varying minimum 
payment levels and finance charge rates. Based on historical 
payment patterns, the fuii receivable balance will not be repaid 
within one year. 

Credit card receivables are shown net of an allowance for 
uncollectible accounts. The Company provides an allowance for 
uncollectible accounts based on impaired accounts, historical 
charge-off patterns and management judgement. 

In 1997 and 1998 under the Company's proprietary 
credit system, uncollectible accounts were generally charged 
off automatically when the customer's past due balance was 
eight times the scheduled minimum monthly payment, except 
that accounts could be charged off sooner in the event of cus¬ 
tomer bankruptcy. However, in the fourth quarter of 1998, 
the Company converted 12% of its managed portfolio of 
credit card receivables to a new credit processing system. The 
remaining 88% of accounts on the proprietary credit system 
were then converted to the new system in the first and second 
quarters of 1999. Under the new system, the Company charges 
off an account automatically when a customer has failed to 
make a required payment in each of the eight billing cycles 
following a missed payment. Under both systems, finance 
charge revenue is recorded until an account is charged off, 
at which time uncollected finance charge revenue is recorded 
as a reduction of credit revenues. 

The Company adopted Statement of Financial Accounting 
Standards ("SFAS") No. 125, "Accounting for Transfers 
and Servicing of Financial Assets and Extinguishments of 
Liabilities" in 1997. SFAS No. 125 requires that the Company 
recognize gains on its credit card securitizations which qualify 
as sales and that an allowance for uncollectible accounts not 
be maintained for receivable balances which are sold. Prior 
to adoption of SFAS No. 125, the Company maintained an 
allowance for uncollectible sold accounts as a recourse liability 
and did not recognize gains on securitizations. Accordingly, 
the adoption of SFAS No. 125 increased operating income 
by $58 million in 1998 and $222 million in 1997 versus the 
operating Income that would have been recognized under the 
previous accounting method. In 1999, the effects of the change 
in accounting related to SFAS No. 125, compared to our 
previous accounting method, were not material. 

Merchandise Inventories 

Approximately 87% of merchandise inventories are valued at 
the lower of cost (using the last-in, first-out or "UFO" method) 
or market using the retail method. To estimate the effects of 
inflation on inventories, the Company utilizes internally devel¬ 
oped price indices. 

The LIFO adjustment to cost of sales was a credit of 
$73, $34 and $17 million in 1999,1998 and 1997, respec¬ 
tively. Partial liquidation of merchandise inventories valued 
under the LIFO method resulted in a credit of $2 million in 
1997. No layer liquidation occurred in 1999 and 1998. If the 
first-in, First-out ("FIFO") method of inventory valuation had 


been used instead of the LIFO method, merchandise inventories 
would have been $595 and $679 million higher at January 1, 
2000, and January 2,1999, respectively. 

Merchandise inventories of International operations, 
operations in Puerto Rico, and certain Sears Automotive 
Store formats, which in total represent approximately 13% 
of merchandise inventories, are recorded at the lower of 
cost or market based on the FIFO method. 

Property and Equipment 

Property and equipment is stated at cost less accumulated 
depreciation. Depreciation is provided principally by the straight- 
line method over the estimated useful lives of the related assets, 
generally 2 to 10 years for furniture, fixtures and equipment, and 
15 to 50 years for buildings and building improvements. 

Long-Lived Assets 

Long-lived assets, identifiable intangibles and goodwill related 
to those assets are reviewed for impairment whenever events 
or changes in circumstances indicate that the carrying amount 
of such assets may not be recoverable. 

Goodwill 

Included in other assets is the excess of purchase price over net 
assets of businesses acquired ("goodwill"), which is amortized 
using the straight-line method over periods ranging from 10 to 
40 years. The Company periodically assesses the recoverability 
of the carrying value and the appropriateness of the remaining 
life of goodwill. 

Advertising 

Costs for newspaper, television, radio and other media advertis¬ 
ing are expensed the first time the advertising occurs. The total 
cost of advertising charged to expense was $1.63, $1.67 and 
$1.59 billion in 1999,1998 and 1997, respectively. 

Direct-Response Marketing 

The Company direct markets insurance (credit protection, 
life and health), clubs and services memberships, merchandise 
through specialty catalogs, and impulse and continuity 
merchandise. For insurance and clubs and services, deferred 
revenue is recorded when the member is billed (upon expira¬ 
tion of any free trial period), and revenue is recognized over 
the insurance or membership period. For specialty catalog, 
impulse and continuity merchandise, revenue is recognized 
when merchandise is shipped. 

Membership acquisition and renewal costs, which 
primarily relate to membership solicitations, are capitalized 
since such direct-response advertising costs result in future 
economic benefits. Such costs are amortized over the shorter 
of the program's life or five years, primarily in proportion to 
when revenues are recognized. For specialty catalogs, costs 
are amortized over the life of the catalog, not to exceed 
one year. The consolidated balance sheets include deferred 
direct-response advertising costs of $180 and $131 million 
at January 1,2000, and January 2, 1999, respectively. The 
current portion is included in prepaid expenses and deferred 
charges, the long term portion in other assets. 
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Qff-Balance Sheet Financial Instruments 

The Company utilizes various off-balance sheet financial 
instruments to manage the interest rate and foreign currency 
risk associated with its borrowings. The counterparties to 
these instruments generally are major financial institutions 
with credit ratings of single-A or better. 

Interest rate swap agreements modify the interest 
characteristics of a portion of the Company's debt. Any differ¬ 
ential to be paid or received is accrued and is recognized as 
an adjustment to interest expense in the statement of income. 
The related accrued receivable or payable is included in other 
assets or liabilities. The fair values of the swap agreements 
are not recognized in the financial statements. 

Gains or losses on terminations of interest rate swaps are 
deferred and amortized to interest expense over the remaining 
life of the original swap period to the extent the related debt 
remains outstanding. 

Financial instruments used as hedges must be effective 
at reducing the type of risk associated with the exposure being 
hedged and must be designated as hedges at inception of the 
hedge contract. Accordingly, changes in market values of finan¬ 
cial instruments must be highly correlated with changes in 
market values of the underlying items being hedged. Any finan¬ 
cial instrument designated but ineffective as a hedge would be 
marked to market and recognized in earnings immediately. 

Effect of New Accounting Standards 

In June 1998, the Financial Accounting Standards Board issued 
SFAS No. 133, “Accounting for Derivative Instruments and 
Hedging Activities". In May 1999, the FASB voted to delay the 
adoption of SFAS No. 133 by one year. This statement is now 
required to be adopted in years beginning after June 15, 2000. 
The Company is currently evaluating the effect this statement 
might have on the consolidated financial position and results of 
operations of the Company. 

NOTE >2> DISPOSITION OF BUSINESSES 

On November 18,1998, the Company entered into an 
agreement to exchange its interest in the Homelife furniture 
business for $100 million in cash, a $10 million note receivable 
and a 19% equity ownership in the new Homelife business.The 
Company recorded a pretax charge of $33 million ($21 million 
after-tax) in the fourth quarter of 1998 related to this transac¬ 
tion. The sale was completed on January 30,1999. 

On November 2,1998, the Company completed an 
Agreement and Plan of Merger of Western Auto, a wholly 
owned subsidiary, and Advance Auto Parts, whereby Sears 
exchanged its interest in Western Auto for $175 million in 
cash and approximately 40% equity ownership in the resulting 
combined company. Based on the terms of the sale, the 
Company recorded a pretax charge of $319 million ($243 mil¬ 
lion after-tax) in 1998 related to this transaction. In the fourth 
quarter of 1999, certain estimates of remaining liabilities 
under the terms of the transaction were revised, resulting in 
$5 million of pretax income being recorded in the restructuring 
and impairment line of the income statement. 


NOTE >3> RESTRUCTURING CHARGES 

The Company implemented certain cost-reduction strategies 
during the third quarter of 1999 resulting in a $46 million 
pretax restructuring charge. Of the $46 million charge, 

$25 million relates to the closing of 33 automotive stores in 
three geographic markets and $21 million relates to severance 
costs for headquarters staff reductions of approximately 
450 employees. The staff reductions and the closing of the 
33 stores both occurred during the third quarter of 1999. Of 
the $25 million charge for the 33 closed stores, approximately 
$3 million relates to severance costs, $21 million is to reduce 
the carrying value of the closed store assets to their estimated 
fair value, less costs to sell, and $1 million is for other related 
costs. As of January 1,2000, future cash payments to settle 
restructuring obligations approximate $16 million, which Is 
expected to be paid primarily in the year 2000. The Company 
paid $20 million of the restructuring costs during the fourth 
quarter of 1999 resulting in a restructuring reserve balance 
of $26 million as of January 1, 2000. 

NOTE >4> INCOME TAXES 

Income before income taxes, minority interest and extraordi- 


nary ioss is as follows: 




millions 

1999 

1998 

1997 

Domestic 

$2,189 

$1,704 

$2,018 

Foreign 

230 

179 

120 

Total 

$2,419 

$1,883 

$2,138 


Federal, state and foreign taxes are as follows: 


millions 

1999 

1998 

1997 

Current 

Federal 

$414 

$472 

$468 

State 

24 

41 

75 

Foreign 

no 

74 

97 

Total 

548 

587 

640 

Deferred 

Federal 

332 

159 

256 

State 

40 

15 

18 

Foreign 

(16) 

5 

(2) 

Total 

356 

179 

272 

Income tax provision 

$904 

$766 

$912 


A reconciliation of the statutory federal income tax rate 
to the effective rate is as follows: 



1999 

1998 

1997 

Statutory federal 

income tax rate 

35.0% 

35.0% 

35.0% 

State income taxes, 
net of federal 

income tax benefit 

1.7 

1.9 

2.9 

Reaffirmation charge 

— 

— 

1.3 

Sale of Sears Mexico 

— 

— 

1.3 

Sale of Western Auto 

— 

2.3 

— 

Other 

0.7 

1.5 

2.2 

Effective income tax rate 

37.4% 

40.7% 

42.7% 
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Deferred taxes based upon differences between the 
financial statement and tax bases of assets and liabilities and 
available tax carryforwards consists of: 


millions 

1999 

1998 

Deferred tax assets: 



Unearned service contract income 

$ 429 

$ 417 

Allowance for uncollectible accounts 

3 20 

448 

State income taxes 

149 

125 

Postretirement benefit liability 

933 

974 

Minimum pension liability 

108 

165 

Loss carryforward acquired 

136 

— 

Other deferred tax assets 

478 

565 

Total deferred tax assets 

2,553 

2,694 

Deferred tax liabilities: 



Property and equipment 

421 

399 

Prepaid pension 

53 

78 

LIFO 

109 

123 

Deferred gain 

279 

235 

Deferred revenue 

137 

73 

Deferred swap termination loss 

173 

182 

Other deferred tax liabilities 

305 

241 

Total deferred tax liabilities 

1,477 

1,331 

Net deferred taxes 

$1,076 

$1,363 


Management believes that the realization of the deferred 
tax assets is more likely than not, based on the expectation 
that the Company will generate the necessary taxable income 
in future periods and, accordingly, no valuation reserve has 
been provided. Tax benefits from loss carryforwards will expire 
by 2006. 

U.S. income and foreign withholding taxes were not 
provided on certain unremitted earnings of international 
affiliates which the Company considers to be permanent invest¬ 
ments. The cumulative amount of unremitted income for which 
income taxes have not been provided totaled $479 million at 
January 1,2000. If these earnings were to be remitted, taxes 
of $133 million would be due. 

Income faxes of $327, $366 and $886 million were paid 
in 1999,1998 and 1997, respectively. 

NOTE >5> BENEFIT PLANS 

Expenses for retirement and savings-related benefit plans 
were as follows: 


millions 

1999 

1998 

1997 

Sears 401(k) 

Profit Sharing Plan 

$37 

$31 

$ 33 

Pension plans 

89 

88 

106 

Postretirement benefits 

(46) 

(38) 

(41) 

Other plans 

— 

— 

6 

Total 

$80 

CO 

tft- 

$104 


Sears 401(k) Profit Sharing Plan 

Most domestic employees are eligible to become members 
of the Sears 4Gl(k) Profit Sharing Plan ("the Plan"). Under 
the terms of the Plan, the Company matches a portion of the 
employee contributions. In 1998 and 1997, the Company 
matching contribution was based on 6% of consolidated 
income, as defined, for the participating companies and was 
limited to 70% of eligible employee contributions, in 1999 and 
future periods, the Plan has been changed and the Company 
match is now fixed at 70% of eligible employee contributions. 
The Company's matching contributions were $77, $75 and 
$71 million in 1999,1998 and 1997, respectively. 

The Plan includes an Employee Stock Ownership Plan 
("the ESOP") to prefund a portion of the Company's antici¬ 
pated contribution. The Company provided the ESOP with a 
loan that was used to purchase Sears common shares in 1989. 
In June 1998, the ESOP refinanced the I oan and extended its 
maturity to 2024. The purchased shares represent deferred 
compensation expense, which is presented as a reduction of 
shareholders'equity and recognized as expense when the 
shares are allocated to employees to fund the Company contri¬ 
bution. The per share cost of Sears common shares purchased 
by the ESOP in 1989 was $15.27. The Company uses the 
ESOP shares to fund the Company contribution, which thereby 
reduces expense. 

The ESOP loan bears interest at 6.1% (9.2% prior to 
refinancing) and is repaid from dividends on the ESOP shares 
and additional cash payments provided by the Company. The 
Company has contributed cash to the ESOP annually in the 
amount equal to the E SO P's required interest and principal 
payments on the loan, less dividends received on the ESOP 
shares. The cash payments amounted to $57, $24 and $23 mil¬ 
lion in 1999,1998 and 1997, respectively.The balance of the 
ESOP loan was $210 and $267 million at January 1, 2000 and 
January 2,1999, respectively. Cash on hand in the ESOP at 
January 1,2000 was $4 million. 

The reported expense is determined as follows: 


millions 

1999 

1998 

1997 

Interest expense 
recognized by ESOP 

$13 

$21 

$27 

Less dividends 

on ESOP shares 

(17) 

(19) 

(2D) 

Cost of shares ailocated 
to employees and 
plan expenses 

41 

29 

26 

Sears 401(k) Profit 

Sharing Plan expense 

$37 

$31 

$33 


At December 31,1999, total committed to be released, 
allocated and remaining unallocated ESOP shares were 2.7, 
14.4 and 8.8 million, respectively. All ESOP shares are consid¬ 
ered outstanding in the calculation of earnings per share. 
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Retirement Benefit Plans 

Certain domestic full-time and part-time employees are eligi¬ 
ble to participate in noncontributory defined benefit plans 
after meeting age and service requirements. Substantially all 
Canadian employees are eligible to participate in contributory 
defined benefit plans. Pension benefits are based on length 
of service, compensation and, in certain plans, Social Security 
or other benefits. Funding for the various plans is determined 
using various actuarial cost methods. The Company uses 
October 31 as the measurement date for determining pension 
plan assets and obligations. 

In addition to providing pension benefits, the Company 
provides certain medical and life insurance benefits for retired 
employees. Employees may become eligible for medical 


benefits if they retire in accordance with the Company's estab¬ 
lished retirement policy and are continuously insured under 
the Company's group medical plans or other approved plans 
for 10 or more years immediately prior to retirement. The 
Company shares the cost of the retiree medical benefits with 
retirees based on years of service. Generally, the Company's 
share of these benefit costs will be capped at the Company 
contribution calculated during the first year of retirement. 

The Company's postretirement benefit plans are not funded. 
The Company has the right to modify or terminate these plans. 

The change in benefit obligation, change in plan assets, 
funded status, reconciliation to amounts recognized in the 
consolidated balance sheets and weighted average assumptions 
are as follows: 


millions 


PENSION BENEFITS 

POSTRETIREMENT BENEFITS 



1999 

1998 

1999 

1998 

Change in benefit obligation: 






Beginning balance 


$2,872 

$2,824 

$ 1,180 

$ 1,270 

Benefits earned during the period 


95 

78 

5 

7 

Interest cost 


192 

184 

74 

84 

Actuarial loss (gain) 


(16) 

104 

(205) 

(22) 

Benefits paid 


(337) 

(302) 

(123) 

(136) 

Foreign exchange impact 


22 

(38) 

2 

(4) 

Plan amendments 


— 

22 

1 

— 

Disposition of Western Auto 


— 

— 

— 

(19) 

Other 


2 

— 

— 

— 

Ending balance 


$2,830 

$2,872 

$ 934 

$ 1,180 

Change in plan assets at fair value: 






Beginning balance 


$2,560 

$2,710 

$ - 

$ — 

Actual return on plan assets 


368 

176 

— 

— 

Company contributions 


50 

46 

123 

136 

Benefits paid 


(337) 

(302) 

(123) 

(136) 

Foreign exchange impact 


28 

(54) 

— 

— 

Other 


2 

(16) 

— 

— 

Ending balance 


$2,671 

$2,560 

$ — 

$ - 

Funded status of the plan: 


$ (159) 

$ (312) 

$ (934) 

$(1,180) 

Unrecognized net loss (gain) 


410 

600 

(578) 

(396) 

Unrecognized prior service benefit 


(21) 

(25) 

(668) 

(770) 

Net amount recognized 


$ 230 

$ 263 

$(2,180) 

$(2,346) 

Amounts recognized in the balance sheet consist of: 






Prepaid benefit cost 


$ 171 

$ 164 

$ — 

$ — 

Accrued benefit liability 


(244) 

(365) 

(2,180) 

(2,346) 

Accumulated other comprehensive income 


303 

464 

— 

— 

Net amount recognized 


$ 230 

$ 263 

$(2,180) 

$(2,346) 


PENSION BENEFITS 



POSTRETIREMENT BENEFITS 


1399 

1998 

1997 

1999 

1998 

1997 

Weighted average assumptions: 






Discount rate 8.00% 

7.25% 

7.25% 

8.00% 

7.25% 

7.25% 

Return on plan assets 9.50% 

9.50% 

9.50% 

NA 

NA 

NA 

Rate of compensation increases 4.00% 

4.00% 

4.00% 

NA 

NA 

NA 
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The components of net periodic benefit cost are as follows: 


PENSION BENEFITS POSTRETIREMENT BENEFITS 


millions 

1999 

1998 

199? 

1999 

1998 

1997 

Components of net periodic benefit cost: 
Benefits earned during the period 

$ 95 

$ 78 

$ 74 

$ 5 

$ 7 

$ 13 

Interest cost 

192 

184 

190 

74 

84 

105 

Expected return on plan assets 

(228) 

(220) 

(208) 

— 

— 

— 

Amortization of unrecognized 
net prior service benefit 

13) 

(8) 

(6) 

(102) 

(103) 

(68) 

Amortization of unre cognized 

transitional asset 


(9) 

(10) 




Recognized net loss (gain) 

34 

4? 

52 

(23) 

(26) 

(30) 

Elimination of postretirement 

life insurance for active associates 






(61) 

Other 

(1) 

16 

14 

— 

— 

- 

Net periodic benefit cost 

$ 89 

$ 88 

$ 106 

$ (46) 

$ (38) 

$(41) 


The projected benefit obligation, accumulated benefit 
obligation and fair value of plan assets for the pension plans 
with accumulated benefit obligations in excess of plan assets 
were $2,236, $2,110 and $1,866 million, respectively, at 
January 1,2000, and $2,309, $2,210 and $1,845 million, 
respectively, at January 2,1999. The provisions of SFAS 
No. 87, "Employers'Accounting for Pensions," require the 
recognition of a minimum pension liability for each defined 
benefit plan for which the accumulated benefit obligation 
exceeds plan assets. The minimum pension liability, net of tax, 
was $195 million at January 1, 2000 and $299 million at 
January 2, 1999, and is included in accumulated other compre¬ 
hensive income as a reduction of shareholders' equity. 

In 1997, the Company announced changes to its post¬ 
retirement life insurance benefit plan. Retiree life insurance 
benefits were eliminated for all active associates not retired 
by December 31,1997. This plan change resulted in a one-time 
pretax gain of $61 million. In connection with the elimination 
of retirement life insurance benefits for all active associates, 
the Company also announced the reduction in life insurance 
over a 10-year period to a maximum coverage of $5,000 for 
all post-1977 retirees. 

The weighted average health care cost trend rate used 
in measuring the postretirement benefit expense in 2000 is 
6.0% for pre-65 retirees and 7.5% for post-65 retirees. 

For 2001 and beyond, the trend rates are 5.0% for pre-65 
retirees and 6.5% for post-65 retirees. A one percentage 
point change in the assumed health care cost trend rate would 
have the following effects: 

ONE PERCENTAGE ONE PERCENTAGE 
millions POINT INCREASE POINT DECREASE 

Effect on total service 

and interest cost components $ 3 $ (2) 

Effect on postretirement 

benefit obligation $16 $(14) 


NOTE >6> BORROWINGS 

Short-term borrowings consist of: 


millions 

1999 

1998 

Commercial paper 

$2,824 

$4,463 

Bank loans 

95 

91 

Promissory note 

70 

70 

Other loans 

— 

— 

Total short-term borrowings 

$2,989 

$4,624 

Weighted average 

interest rate at year end 

6.0% 

5.3% 

Weighted average 

interest rate at year end. 

including effects of swaps 

7.1% 

6,3% 


At January 1, 2000, SRAC's credit facilities totaled 
$5.06 billion in syndicated credit agreements. Sears Canada 
had credit agreements totaling $553 million. These syndicated 
and other credit agreements provide for loans at prevailing 
interest rates and mature at various dates through April 2003. 
The Company pays commitment fees in connection with these 
credit agreements. 

The Company had interest rate swap agreements that estab¬ 
lished fixed rates on $1.52 billion and $1.50 billion of short-term 
variable rate debt at January 1, 2000 and January 2,1999, 
respectively, resulting in weighted average interest rates of 6.7% 
and 6.8%, respectively. The weighted average maturity of agree¬ 
ments in effect on January 1,2000, was approximately 14 years. 
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Long-term debt is as follows: 


millions issue 

1999 

1998 

Sears, Roebuck and Co. 

6.25% Notes, due through 2004 

$ 300 

$ 500 

8.2% Extendable Notes, due 1999 

— 

31 

9.375% Debentures, due 2011 

300 

300 

5.57% to 10.0% Medium-Term 
Notes, due 2000 to 2021 

1,215 

1,550 

Sears Roebuck Acceptance Corp. 

6.125% to 7.51% Notes, 
due 2000 to 2038 

5,827 

5,084 

5.53% to 7.26% Medium-Term 
Notes, due 2000 to 2013 

5,716 

5,976 

Sears DC Corp. 

8.54% to 9.26% Medium-Term 
Notes, due 2001 to 2012 

213 

332 

Sears Canada Inc. 

6.55% to 11.70% Debentures, 
due 2000 to 2007 

305 

392 

Sears Canada Receivables Trust 

5.04% to 9.18% Receivables 

Trusts, due 2001 to 2006 

735 

405 

Capitalized Lease Obligations 

417 

453 

Other Notes and Mortgages 

21 

22 


15,049 

15,045 

Less current maturities 

2,165 

1,414 

Total long-term debt 

$12,884 

$13,631 


On October 2,1998, the Company prepaid its 6% 
debentures with a face value of $300 million, which were due 
in May 2000. The transaction generated an extraordinary loss 
of $37 million and a related income tax benefit of $13 million, 
resulting in an after-tax loss of $24 million. The loss resulted 
primarily from the write-off of the related unamortized dis¬ 
count. The debt was refinanced with the issuance of 
commercial paper. 

As of January 1, 2000, long-term debt maturities for the 
next five years are as follows: 


millions 


2000 

$2,165 

2001 

2,458 

2002 

1,654 

2003 

2,540 

2004 

862 


The Company paid interest of $1.2, $1.3 and $1.4 billion 
in 1999,1998 and 1997, respectively. Interest capitalized was 
$5, $5 and $3 million in 1999,1998 and 1997, respectively. 


NOTE >7> LEASE AND SERVICE AGREEMENTS 

The Company leases certain stores, office facilities, 
warehouses, computers and transportation equipment. 

Operating and capital lease obligations are based upon 
contractual minimum rates and, for certain stores, amounts in 
excess of these minimum rates are payable based upon speci¬ 
fied percentages of sales. Contingent rent is accrued over the 
lease term, provided that the achievement of the specified sales 
level that triggers the contingent rental is probable. Certain 
leases include renewal or purchase options. Operating lease 
rentals were $399, $431 and $439 million, including contin¬ 
gent rentals of $52, $55 and $57 million in 1999,1998 and 
1997, respectively. 

Minimum lease obligations, excluding taxes, insurance 
and other expenses payable directly by the Company, for leases 
in effect as of January 1, 2000, are as follows: 



CAPITAL 

OPERATING 

millions 

LEASES 

LEASES 

2000 

$ 66 

$ 352 

2001 

60 

303 

2002 

56 

253 

2003 

56 

224 

2004 

54 

195 

After 2004 

714 

1,092 

Total minimum payments 

$1,006 

'$2,419 

Less imputed interest 

589 


Present value of 



minimum lease payments 

417 


Less current maturities 

16 


Long-term obligations 

$ 401 



The Company has committed to purchase data and 
voice networking and information processing services of at 
least $216 million annually through 2004 from a third-party 
provider. Total expenses incurred by the Company for these 
services during 1999,1998 and 1997 were $318, $355 and 
$361 million, respectively. The Company may also be respon¬ 
sible for certain stores leases that have been assigned. 

NOTE >8> FINANCIAL INSTRUMENTS 

In the normal course of business, the Company invests in 
various financial assets, incurs various financial liabilities and 
enters into agreements involving off-balance sheet financial 
instruments.The Company's financial assets and liabilities are 
recorded in the consolidated balance sheets at historical cost, 
which approximates fair value. 

To determine fair value, credit card receivables are valued 
by discounting estimated future cash flows. The estimated cash 
flows reflect the historical cardholder payment experience and 
are discounted at market rates. Long-term debt is valued based 
on quoted market prices when available or discounted cash 
flows, using interest rates currently available to the Company 
on similar borrowings. 
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The Company is a party to off-balance sheet financial 
instruments to manage interest rate and foreign currency risk. 
These financial instruments involve, to varying degrees, ele¬ 
ments of market, credit, foreign exchange and interest rate risk 
in excess of amounts recognized in the balance sheet. In cer¬ 
tain transactions, the Company may require collateral or other 
security to support the off-balance sheet financial instruments 
with credit risk. 

Debt-related 

The Company had the following off-balance sheet financial 
instruments related to its outstanding borrowings at the end 
of 1999 and 1998: 


1999 


CONTRACT OR 




NOTIONAL 

FAIR 

CARRYING 

millions 

AMOUNT 

VAtUE 

VALUE 

Interest rate swap agreements: 




Pay floating rate, 




receive fixed rate 

$ 83 

$ — 

$ — 

Pay fixed rate. 




receive floating rate 

1,517 

148 

— 

Foreign currency 




hedge agreements 

9 

(1) 

— 

1999 

CONTRACT OR 




NOTIONAL 

fair 

CARRYING 

millions 

AMOUNT 

VALUE 

VALUE 

Interest rate swap agreements: 




Pay floating rate, 




receive fixed rate 

$ 805 

$ 9 

$ - 

Pay fixed rate. 




receive floating rate 

1,499 

(176) 

— 

Foreign currency 




hedge agreements 

10 

(2) 

— 


The Company uses interest rate swaps to manage the 
interest rate risk associated with its borrowings and to manage 
the Company's allocation of fixed and variable-rate debt. For 
pay floating rate, receive fixed rate swaps, the Company paid 
a weighted average rate of 5.21% and received a weighted 
average rate of 6.87% in 1999. For pay fixed rate, receive 
floating rate swaps, the Company paid a weighted average rate 
of 6.68% and received a weighted average rate of 5.21% in 
1999.The fair values of interest rate swaps are based on prices 
quoted from dealers. If a counterparty fails to meet the terms 
of a swap agreement, the Company's exposure is limited to the 
net amount that would have been received, if any, over the 
agreement's remaining life. 


Maturity dates of the off-balance sheet financial instru¬ 
ments outstanding at January 1, 2000 are as follows: 

Notional amount 

OVER 

millions iyear 2-5 years Syears 

Interest rate 

swap agreements $283 $173 $1,144 

Foreign currency 

hedge agreements 5 4 


During 1997, the Company paid $633 million to terminate 
interest rate swaps. The deferred loss related to these termina¬ 
tions was $415 million and $441 million at January 1, 2000, 
and January 2,1999, respectively, arid is being amortized over 
the remaining lives of the original swap periods. 

Credit-related 

The Company had outstanding domestic securitized credit card 
receivables sold of $6.58 and $6.63 billion at January 1, 2000, 
and January 2,1999, respectively, for which the Company's 
credit risk exposure is contractually limited to the investor 
certificates held by the Company. 

Other 

The Company had a financial guaranty of $89 million at 
January 1,2000. This guaranty represents a commitment by 
the Company to guarantee the performance of certain municipal 
bonds issued in connection with the Company's headquarters 
building. No amounts were accrued in the balance sheet for any 
potential loss associated with this guaranty at January 1, 2000, 
and January 2,1999. 

NOTE > 9 > SIGNIFICANT GROUP 
CONCENTRATIONS OF CREDIT RISK 

The Company grants credit to customers throughout North 
America. The five states and the respective receivable balances 
in which the Company had the largest amount of managed 
credit card receivables were as follows: 


millions 

1999 

% OF BALANCE 

1998 

% OF BALANCE 

California 

$2,778 

10.4% 

$2,946 

10.4% 

Texas 

2,127 

7.9% 

2,285 

8.1% 

Florida 

1,943 

7.3% 

2,069 

7.3% 

New York 

1,592 

5.9% 

1,689 

6.0% 

Pennsylvania 

1,364 

5.1% 

1,457 

5.1% 


NOTE > 10 > LEGAL PROCEEDINGS 

The Company remains a party to two cases arising from 
the Company's purchase of garments produced under allegedly 
illegal labor conditions on the island of Saipan in the 
Commonwealth of the Northern Marianas Islands. The two 
actions were filed on January 13,1999, the first on behalf 
of ten "Doe" plaintiffs in the United States District Court for 
the Central District of California against eighteen domestic 
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clothes retailers and eleven foreign clothing suppliers (which 
case subsequently was transferred to the United States District 
Court for the District of Hawaii), and the second by various 
interest groups, purportedly on behalf of the general public of 
the State of California, in the San Francisco County Superior 
Courts. Plaintiffs in the suits seek various injunctive relief, 
damages (including punitive and treble damages), restitution 
and disgorgement of profits, interest, and attorney fees and 
costs. On February 23, 2000, the Company entered into a set¬ 
tlement agreement with the plaintiffs that provides for the 
dismissal of both cases with respect to the Company. While con¬ 
tinuing to deny plaintiffs' claims and contentions, the Company 
agreed to an immaterial one-time cash payment to the plain¬ 
tiffs. The Company further agreed that following the effective 
date of the agreement, it would only purchase garments pro¬ 
duced in Saipan from factories that adhere to the terms of a 
monitoring program provided for in the settlement agreement. 
The settlement of the cases is subject to the final approval of 
both courts. In the event that the settlement is not approved 
and the cases continue against the Company, their conse¬ 
quences are not presently determinable, but in the opinion of 
the management of the Company, the ultimate liability is not 
expected to have a material effect on the results of operations, 
financial position, liquidity or capital resources of the Company. 

The Company is subject to various other legal and govern¬ 
mental proceedings, many involving routine litigation incidental 
to the business. Other matters contain allegations that are non¬ 
routine and involve compensatory, punitive or treble damage 
claims in very large amounts, as well as other types of relief. 
The consequences of these matters are not presently deter¬ 
minable but, in the opinion of management of the Company 
after consulting with legal counsel, the ultimate liability in 
excess of reserves currently recorded is not expected to have 
a material effect on annual results of operations, financial posi¬ 
tion, liquidity or capital resources of the Company. 

NOTE >11> OTHER INCOME 

In 1997, the Company sold its 30% equity interest in Advantis, 
a joint venture between IBM and the Company, to IBM. This 
transaction resulted in a pretax gain of $150 million and is 
recorded in other income. 

Also in 1997, the Company completed the sale of 60% of 
the outstanding shares of Sears, Roebuck de Mexico, S.A. de 
C.V. to Grupo Carso S.A. de C.V.The sale resulted in a pretax 
loss of $21 million and is reflected in other income. 


NOTE >12> EARNINGS PER SHARE 

The following table sets forth the computations of basic and 
diluted earnings per share: 


millions, except per share data 

1999 

1998 

1997 

Net income available to 

common shareholders 10 

$1,453 

$1,048 

$1,188 

Average common 
shares outstanding 

379.2 

388.6 

391.6 

Earnings per share - basic 

$ 3-83 

$ 2.70 

$ 3.03 

Dilutive effect 
of stock options 

1.8 

3.1 

6.2 

Average common and 
common equivalent 
shares outstanding 

381.0 

391.7 

397.8 

Earnings per share - diluted 

$ 3.81 

$ 2.68 

$ 2.99 


Income available to common shareholders is the same for 
purposes of calculating basic and diluted EPS. 

In each period, certain options were excluded from the 
computation of diluted earnings per share because they would 
have been antidilutive. At January 1,2000, January 2,1999 and 
January 3,1998, options to purchase 11.9, 5.2 and 4.7 million 
shares of stock at prices ranging from $40 to $64, $52 to $64 
and $47 to $64 per share were excluded from the 1999,1998 
and 1997 calculations, respectively. 

NOTE >13> SHAREHOLDERS' EQUITY 
Dividend Payments 

Under terms of indentures entered into in 1981 and thereafter, 
the Company cannot take specified actions, including the 
declaration of cash dividends, that would cause its unencum¬ 
bered assets, as defined, to fall below 150% of its liabilities, 
as defined. At January 1, 2000, approximately $4.5 billion 
could be paid in dividends to shareholders under the most 
restrictive indentures. 

Share Repurchase Program 

On February 3,1998, the Board of Directors extended, for an 
additional two years, the common share repurchase program 
which is used to acquire shares for distribution in connection 
with the expected exercise of stock options, the grant of 
restricted shares and the exchange of deferred shares under 
the Company's stock plans. The program authorized the 
Company to acquire up to 20 million Sears common shares 
on the open market. By the end of the first quarter of 1999, 
all 20 million common shares authorized to be purchased 
under this repurchase program had been acquired. 

On March 10,1999, the Board of Directors approved a 
common share repurchase program to acquire up to $1.5 bil¬ 
lion of the Company's common shares by December 31, 2001. 
The shares are to be purchased on the open market or through 
privately negotiated transactions. As of January 1, 2000, 
approximately 14.0 million common shares have been acquired 
under this repurchase program at a cost of approximately 
$464 million. 
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NOTE >14> STOCK-BASED COMPENSATION 
Stock Option Plans 

Options to purchase common stock of the Company have 
been granted to employees under various plans at prices equal 
to the fair market value of the stock on the dates the options 
were granted. Generally, options vest over a three- or four-year 
period and become exercisable either in equal, annual install¬ 
ments over the vesting period, or at the end of the vesting 
period. Options generally expire in 10 or 12 years. 

Additionally, certain options were granted in 1997 and 
1999 with performance-based features that required the 
Company's share price to reach specified targets at three- 
and five-year intervals from the grant date to be earned. Sn 
February 1999, the Company extended the period of time 
allowed to meet the specified targets for the 1997 grants by 
one year.The Company had 1.1 million, 1.2 million, and 1.4 
million performance-based options outstanding at the end of 
1999,1998 and 1997, respectively. Subject to the satisfaction 
of the performance-based features, these performance-based 
options vest 50% in year six, 25% in year seven and 25% in 
year eight from the time of grant. The Company did not recog¬ 
nize compensation expense in 1999,1998 or 1997 related to 
these options because the exercise price exceeded the 
Company share price at each year end. 

The Company measures compensation cost under 
Accounting Principles Board Opinion No. 25, "Accounting for 
Stock Issued to Employees," and no compensation cost has been 


recognized for its fixed stock option plans. In accordance with 
SFAS No. 123, "Accounting for Stock-Based Compensation," 
the fair value of each option grant is estimated on the date of 
grant using the Black-Scholes option-pricing model. The follow¬ 
ing assumptions were used during the respective years to 
estimate the fair value of options granted: 



1999 

1998 

1997 

Dividend yield 

2.18% 

1.81% 

1.59% 

Expected volatility 

28% 

28% 

28% 

Risk-free interest rate 

5.03% 

5.82% 

6,19% 

Expected life of options 

6 years 

6 years 

6 years 


Had compensation cost for the Company's stock option 
plans been determined using the fair value method under 
SFAS No. 123, the Company's net income and earnings per 
share would have been reduced to the pro forma amounts 
indicated below: 


millions, except earnings per share 

1999 

1998 

1997 

Net income — as reported 

$1,453 

$1,048 

$1,188 

Net income — pro forma 

1,414 

1,023 

1,174 

Earnings per share — basic 

As reported 

3.83 

2.70 

3.03 

Pro forma 

3.73 

2.63 

3.00 

Earnings per share — diluted 

As reported 

3.81 

2.68 

2.99 

Pro forma 

3.71 

2.61 

2.95 


Changes in stock options are as follows: 


shares in thousands 1999 1998 1997 




WFIGHTEP 


WEIGHTED 


WEIGHTED 



AVERAGE 


AVERAGE 


AVERAGE 



EXERCISE 


EXERCISE 


EXERCISE 


SHARES 

PRICE 

SHARES 

PRICE 

SHARES 

PRICE 

Beginning balance 

15,251 

$39.93 

15,155 

$34.16 

14,389 

$25.00 

Granted 

5,668 

40.89 

4,171 

55.73 

4,165 

58.23 

Exercised 

(1,084) 

22.76 

(2,671) 

25.00 

(2,832) 

23.67 

Canceled or expired 

(1.309) 

51.11 

(1,404) 

52.98 

(567) 

31.17 

Ending balance 

18,526 

$40.44 

15,251 

$39.93 

15,155 

$34.16 

Reserved for future 







grant at year-end 

5,337 


9,979 


12,840 


Exercisable 

7,844 

$27.92 

8,217 

$25.43 

7,524 

$23.89 

Fair value of options 







granted during the year 


$13.35 


$18.61 


$17.98 
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The following table summarizes information about stock options outstanding at January 1, 2000: 


shares in thousands 


OPTIONS OUTSTANDING 


OPTIONS EXERCISABLE 



WEIGHTED AVG 




RANGE OF 

NUMBER 

REMAINING 

WEIGHTED AVG. 

NUMBER 

WEIGHTEO AVG. 

EXERCISE 

OUTSTANDING 

CONTRACTUAL LIFE 

EXERCISE 

EXERCISABLE 

EXERCISE 

PRICES 

AT Ol/OUOO 

IN YEARS 

PRICE 

AT 01/01/00 

PRICE 

$10.00 to $20.00 

1,336 

4.4 

$16.41 

1,336 

$16.41 

20.01 to 30.00 

4,229 

6.5 

24.24 

4,224 

24.23 

30.01 to 40.00 

1,103 

CO 

CO 

31.97 

989 

31.94 

40.01 to 50.00 

7,239 

8.3 

42.94 

1,177 

48.08 

50.01 to 64.00 

4,619 

8.0 

60.31 

118 

55.81 

$10.00 to $64.00 

18,526 

7.7 

$40.44 

7,844 

$27.92 


Associate Stock Purchase Plan 

On May 8,1997, the shareholders approved the Company's 
Associate Stock Ownership Plan ("ASOP"). The ASOP allows 
eligible employees the right to elect to use up to 10% of their 
eligible compensation to purchase Sears common stock on a 
quarterly basis at the lower of 85% of the fair market value 
at the beginning or end of each calendar quarter.The maximum 
number of shares of Sears common stock available under the 
ASOP is 10 million. The first purchase period began January 1, 
1998. There were 0.6 million shares issued under the ASOP in 
1998 and 0.7 million shares issued in 1999. 

NOTE >15> SUMMARY OF SEGMENT DATA 

The Company is a multiline retailer providing a wide array 
of merchandise and services, and no single product or service 
accounted for a significant percentage of the Company's consol¬ 
idated revenue. The Company has four domestic segments, 
which include the Company's operations in the United States 
and Puerto Rico, and one international segment. The domestic 
segments are Retail, Services, Credit and Corporate. 

The Retail segment includes the operating results of 
the Company's Full-line Stores and Specialty Stores; and 
the Services segment includes the operating results of the 
Company's Home Services and Direct Response businesses. 
These businesses have been aggregated into their respective 
reportable segments based on the management reporting 
structure and their similar economic characteristics, customers 
and distribution channels. 

A general description of the merchandise and services 
offered in each segment follows: 

Retail 

Full-line Stores, which are located principally in shopping 
malls, sell apparel, home fashions and hardlines merchandise. 
Specialty Stores, consisting of Hardware, Dealer, The Great 
Indoors, Auto, Contract Sales, and Homelife furniture stores 
sell hardlines, home fashions, auto products and furniture. The 
Homelife furniture stores were sold on January 30,1999. 

Services 

Associates and third-party licensee partners of the Company 
provide product repair services, extended warranty service con¬ 
tracts and home improvement products. Direct Response consists 
of direct-response marketing, which markets insurance (credit 
protection, life and health), clubs and service memberships, 


merchandise through specialty catalogs, and impulse and 
continuity merchandise. 

Credit 

The Credit business manages the Company's portfolio of credit 
card receivables arising from purchases of merchandise and 
services from domestic operations. 

Corporate 

The Corporate segment includes activities that are of a 
holding-company nature, primarily consisting of administrative 
activities and the Sears Online investment initiatives related 
to selling merchandise via the Company Web site, the costs 
of which are not allocated to the Company's businesses. 

International 

The International segment consists of retail, credit, services 
and corporate operations similar to the Company's domestic 
operations. International operations are conducted in Canada 
through Sears Canada, Inc., a 54.6% owned subsidiary. 
International operations were also conducted in Mexico 
through Sears, Roebuck de Mexico, S.A. de C.V. ("Sears 
Mexico") until March 29,1997, when the Company sold 60% 
of the outstanding shares of Sears Mexico. Thereafter, Sears 
Mexico's results are no longer included in the Company's 
consolidated results. 

The segments do not record intersegment revenues 
and expenses. External revenues and expenses are allocated 
between the applicable segments. 

The domestic segments participate in a centralized funding 
program. Interest expense is allocated to the Credit segment 
based on its funding requirements assuming a 9-to-l debt to 
equity ratio. Funding includes debt reflected on the balance 
sheet and investor certificates related to credit card receiv¬ 
ables sold through securitizations. Services is allocated interest 
income based on the after-tax cash flow it generates through 
the sale of service contracts. The remainder of net domestic 
interest expense is reported in the Retail segment. 

The Company's segments are evaluated on a pretax basis, 
and a stand-alone income tax provision is not calculated for 
the individual segments. The Company includes its deferred 
income taxes within the Corporate segment. The other account¬ 
ing policies of the segments are substantially the same as those 
described in the Company's summary of significant accounting 
policies footnote. 
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millions 

RETAIL 

SERVICES 

CREDIT 

INTERNATIONAL 

CORPORATE 

CONSOLIDATED 

1999 

Revenue 

$29,775 

$3,078 

$ 4,085 

$4,133 

$ - 

$41,071 

Depreciation and 
amortization expense 

659 

57 

14 

76 

42 

848 

Interest revenue 

— 

59 

— 

— 

- 

59 

Interest expense 

ill 

— 

1,116 

100 

— 

1,327 

Operating income (expense) 

841 

329 

1,347 

218 

(322) 

2,413 

Equity in net income 
of investees accounted 
for by the equity method 

(14) 



9 


(5) 

Noncomparable items— 
income (expense), pretax 

(25) 

_ 


_ 

(21) 

(46) 

Total assets 

10,130 

1,087 

20,622 

3,324 

1,791 

36,954 

Capita) expenditures 

711 

81 

39 

143 

59 

1,033 

1998 

Revenue 

$30,429 

$3,113 

$ 4,369 

$3,664 

$ - 

$41,575 

Depreciation and 
amortization expense 

671 

49 

13 

64 

33 

830 

Interest revenue 

— 

59 

— 

— 

— 

59 

Interest expense 

133 

— 

1,244 

105 

— 

1,482 

Operating income (expense) 

382 

375 

1,144 

165 

(211) 

1,855 

Equity in net income 
of investees accounted 
for by the equity method 




5 


5 

Noncomparable items— 
income (expense), pretax 

(352) 


58 


(37) 

(331) 

Total assets 

10,046 

943 

21,605 

2,816 

2,265 

37,675 

Capital expenditures 

934 

50 

18 

91 

119 

1,212 

1997 

Revenue 

$30,086 

$3,073 

$ 4,649 

$3,766 

$ — 

$41,574 

Depreciation and 
amortization expense 

639 

42 

13 

60 

31 

785 

Interest revenue 

— 

61 

—- 

— 

— 

61 

Interest expense 

92 

— 

1,259 

129 

— 

1,470 

Operating income (expense) 

951 

361 

752 

142 

(212) 

1,994 

Equity in net income 
of investees accounted 
for by the equity method 




6 


6 

Noncomparable items— 
income (expense), pretax 

23 


(253) 

(21) 

150 

(101) 

Total assets 

10,732 

753 

22,250 

2,801 

2,164 

38,700 

Capital expenditures 

1,114 

51 

9 

108 

46 

1,328 


Noncomparable items in 1999 were: 

Retail: Restructuring charge for NTB store closings 

Corporate: Corporate staff reductions 


Noncomparable items in 1998 were: 

Retail: Impairment loss related to the sales of Western Auto and Homelife 

Credit: SFAS No. 125 accounting 

Corporate: Extraordinary loss on debt extinguishment 

Noncomparable items in 1997 were: 

Retail: Postretirement life insurance curtailment, partially offset by the Parts America conversion 

Credit: Reaffirmation charge, partially offset by SFAS No. 125 accounting 

International: Loss on the sale of Sears Mexico 
Corporate: Gain on the sale of Advantis 
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Management’s Report 


The financial statements, financial analyses and all other 
information were prepared by management, which is respon¬ 
sible for their integrity and objectivity. Management believes 
the financial statements, which require the use of certain esti¬ 
mates and judgments, fairly and accurately reflect the financial 
position and operating results of Sears, Roebuck and Co. 

("the Company") in accordance with generally accepted 
accounting principles. All financial information is consistent 
with the financial statements. 

Management maintains a system of internal controls that 
it believes provides reasonable assurance that, in all material 
respects, assets are maintained and accounted for in accor¬ 
dance with management's authorizations and transactions are 
recorded accurately in the books and records. The concept 
of reasonable assurance is based on the premise that the cost 
of internal controls should not exceed the benefits derived. 

To assure the effectiveness of the internal control system, the 
organizational structure provides for defined lines of responsi¬ 
bility and delegation of authority. The Company's formally 
stated and communicated policies demand of employees high 
ethical standards in their conduct of its business. These policies 
address, among other things, potential conflicts of interest; 
compliance with all domestic and foreign laws, including those 
related to financial disclosure; and the confidentiality of propri¬ 
etary information. As a further enhancement of the above, the 
Company's comprehensive internal audit program is designed 
for continual evaluation of the adequacy and effectiveness 
of its internal controls and measures adherence to established 
policies and procedures. 

Deloitte & Touche LLP, independent certified public 
accountants, have audited the financial statements of the 
Company, and their report is presented below. Their audit 
also includes a study and evaluation of the Company's control 


Independent Auditors' Report 

To the Shareholders and Board of Directors 
Sears, Roebuck and Co. 

We have audited the accompanying Consolidated Balance 
Sheets of Sears, Roebuck and Co. as of January 1, 2000 and 
January 2,1999, and the related Consolidated Statements 
of Income, Shareholders' Equity, and Cash Flows for each of 
the three years in the period ended January 1, 2000. These 
financial statements are the responsibility of the Company's 
management. Our responsibility is to express an opinion on 
these financial statements based on our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards.Those standards require that 
we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the 


environment, accounting systems and control procedures to 
the extent necessary to conclude that the financial statements 
present fairly the Company's financial position and results of 
operations. The independent accountants and internal auditors 
advise management of the results of their audits, and make 
recommendations to improve the system of internal controls. 
Management evaluates the audit recommendations and takes 
appropriate action. 

The Audit Committee of the Board of Directors is 
comprised entirely of directors who are not employees of the 
Company. The committee reviews audit plans, internal control 
reports, financial reports and related matters and meets regu¬ 
larly with the Company's management, internal auditors and 
independent accountants. The independent accountants and 
the internal auditors advise the committee of any significant 
matters resulting from their audits and have free access to the 
committee without management being present. 


Chairman, President and Chief Executive Officer 



Julian C. Day f 

Executive Vice President and Chief Operating Officer 

Jeffrey N. Boyer 
Chief Financial Officer 


accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial 
statement presentation. We believe that our audits provide a 
reasonable basis for our opinion. 

In our opinion, such consolidated financial statements 
present fairly, in all material respects, the financial position of 
Sears, Roebuck and Co. as of January 1, 2000 and January 2, 
1999, and the results of its operations and its cash flows for 
each of the three years in the period ended January 1, 2000 
in conformity with generally accepted accounting principles. 


Deloitte 8c Touche LLP 
Chicago, Illinois 
February 7, 2000 
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Five-Year Summary of Consolidated Financial Data 


millions, except per common share and shareholder data 

1999 

1998 

199? 

1996 


1995 

Operating results 

Revenues 

$ 41,071 

$ 41,575 

$ 41,574 

$ 38,064 

$ 

34,835 

Costs and expenses 

38,658 

39,720 

39,580 

35,981 


33,130 

Operating income 

2,413 

1,855 

1,994 

2,083 


1,705 

Other income, net 

6 

28 

144 

30 


27 

Income before income taxes, minority 
interest and extraordinary loss 

2,419 

1,883 

2,138 

2,113 


1,732 

Income taxes 

904 

766 

912 

834 


703 

Income from continuing operations 

1,453 

1,072 

1,188 

1,271 


1,025 

Income from discontinued operations 

— 

— 

— 

— 


776 

Extraordinary loss 

— 

24 

— 

— 


— 

Net income 

1,453 

1,048 

1,188 

1,271 


1,801 

Financial position 

Retained interest in transferred 

credit card receivabies 

$ 3,144 

$ 4,294 

$ 3,316 

$ 2,260 

% 

5,579 

Credit card receivables, net 

18,033 

17,972 

19,843 

19,303 


14,527 

Merchandise inventories 

5,069 

4,816 

5,044 

4,646 


4,033 

Property and equipment, net 

6,450 

6,380 

6,414 

5,878 


5,077 

Total assets 

36,954 

37,675 

38,700 

36,167 


33,130 

Short-term borrowings 

2,989 

4,624 

5,208 

3,533 


5,349 

Long-term debt 

15,049 

15,045 

15,632 

14,907 


11,774 

Total debt 

18,038 

19,669 

20,840 

18,440 


17,123 

Percent of debt, to equity 

264% 

324% 

356% 

373% 


391% 

Shareholders' equity 

$ 6,839 

$ 6,066 

$ 5,862 

$ 4,945 

$ 

4,385 

Shareholders’common share investment 

8ook value per common share 

S 18.53 

$ 15.82 

$ 15.00 

$ 12.63 

S 

10.40 

Shareholders 

220,749 

233,494 

235,336 

243,986 

256,624 

Average common and 

equivalent shares outstanding 

381 

392 

398 

399 


394 

Earnings per common share - diluted 
income from continuing operations 

$ 3.81 

$ 2.74 

$ 2.99 

$ 3.12 

$ 

2.53 

Income from discontinued operations 

— 

— 

— 

— 


1.97 

Extraordinary loss 

— 

.06 

— 

— 


— 

Net income 

$ 3.81 

$ 2.68 

$ 2.99 

$ 3.12 

$ 

4.50 

Cash dividends declared 

per common share 

$ .92 

$ .92 

$ .92 

$ .92 

$ 

2.26 

Cash dividend payout percent 

24.1% 

34.3% 

30.8% 

29.5% 


28.0% 

Market price - 

per common share (high-low) 53%6 - 26 n /u> 

65 - 39 J /i6 

65% - 38% 

53%-38% 


60-30 

Closing market price at December 31 

30% 

42V5 

45% 

46 


39 

Price/earnings ratio (high-low) 

14-7 

24-15 

22-13 

17-12 


16-12 


Operating results and financial position reflect the 1995 dispositions of Allstate and Homart as discontinued operations. 
The percent of debt to equity is calculated using equity from continuing operations. 

The 1995 price/earnings ratio was calculated on a continuing operations basis. 

Stock prices have not been restated to reflect the Allstate distribution. 

Certain prior year information h3s been reclassified to conform with current year presentation. 

1996 and 1995 have not been restated to reflect the licensed business reclassification for Sears Canada. 
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Quarterly Results (unaudited) 


First Quarter Second Quarter Third Quarter Fourth Quarter Tear 


millions, except per 


common share data 1999 1998 1999 1998 1999 1998 1999 1998 1999 1998 


Revenues 

$9,037 

$9,233 

$9,992 $10,314 

$9,538 

$9,803 

$12,504 

$12,225 

$41,071 

$41,575 

Operating income 

245 

222 

564 

566 

383 

173 

1,221 

894 

2,413 

1,855 

Net income 

146 

133 

331 

336 

236 

44 

740 

535 

1,453 

1,048 

Earnings per common 

share - diluted 

0.38 

0.34 

0.86 

0-85 

0.62 

0.11 

1.98 

1.39 

3.81 

2.68 

Excluding impact of 
noncomparab/e items 

Operating income 

245 

188 

564 

537 

429 

478 

1,221 

946 

2,459 

2,149 

Net income 

146 

112 

331 

318 

265 

298 

740 

572 

1,482 

1,300 

Earnings per common 

share - diluted 

$ 0.38 

$ 0.28 

$ 0.86 $ 

0.80 

$ 0.69 

$ 0.76 

$ 1.98 

$ 1.48 

$ 3.89 

$ 3.32 


1999 noncomparable items consist of restructuring charges related to the headquarters staff reduction and the sale of 33 Auto Stores, 
doth of which occurred in the third quarter. 

1998 noncomparable items consist of impairment charges related to the sale of Western Auto anti Homelife, an extraordinary loss on 
the early extinguishment of debt and the impact of SFAS No. 125 accounting. 

The fourth quarter pretax LIFO adjustments were credits of $103 and $64 million in 1999 and 1998, compared with charges of 
$30 million for the first nine months of the respective years. 

Total of quarterly earnings per common share may not equal the annua! amount because net income per common share is calculated 
independently for each quarter. 

Certain quarterly information has been reclassified to conform with year-end presentation. 


Common Stock Market Information and Dividend Highlights (unaudited) 



First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Tear 


dollars 

1999 

1998 

1999 

1998 

1999 

1998 

1999 

1998 

1999 

1998 

Stock price range 











High 

47 Vs 

59% 

53 3 /i6 

65 

47% 

63 9 /i& 

35V2 

50% 

53 3 /is 

65 

Low 

39Vi6 

42% 

41% 

55% s 

29% 

40% 6 

26 n /i6 

39% b 

2b n Ab 

39%6 

Close 

44 11 /i6 

58% 

47 i yifc 

62 Vis 

32% 

41% 

30% 

42% 

30% 

42% 

Cash dividends declared 

0.23 

0.23 

0.23 

0.23 

0.23 

0.23 

0.23 

0.23 

0.92 

0.92 


Stock price ranges are for the New York Stock Exchange (trading symbol - S>, which is the principal market for the Company's 
common stock. 

The number of registered common shareholders ai February 29, 2000 was 219,149. 

In addition to the New York Stock Exchange, the Company's common stock is listed on the following exchanges: Chicago; Pacific, 
San Francisco; London, England; Amsterdam, The Netherlands; Swiss, EBS; and Dusseldorf, Germany. 
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Executive Officers 


ARTHUR C. MARTINEZ 

60, chairman, president and chief 
executive officer since 1995. Chairman 
and chief executive officer of the 
former Merchandise Group, 1992-1995. 

1965, Harvard University; 

B.S., 1960, Polytechnic University. 

M. SHAN ATKINS 

42, executive vice president, Strategic 
Initiatives since September 1999. 

Senior vice president-Corporate Strategy, 
April, 1999; vice president/general 
merchandising manager, Lawn & Garden 
1998-1999; vice president-strategy, 
Merchandise Planning Office, Imports 
1996-1998. Vice president and partner 
of Bain & Company, 1982-1996. 

M.B.A., 1983 Harvard Business 
School; Bachelor of Commerce, 

1979, Queens University. 

JEFFREY N. BOYER 

41, chief financial officer since 
September 1999. Vice president and 
controller, 1998-1999; vice president, 
finance-Full-1 ine Stores, 1996-1998. 
Vice president, business development 
of The Pillsbury Co., 1995-1996 and 
vice president of Finance general foods 
of Kraft. General Foods, 1994-1995. 

B. S., 1980, University of Illinois; 

C. P.A., 1980, Illinois. 

JAMES R. CLIFFORD 

54, president and chief operating 
officer of Full-line Stores since 1998. 
Sears Canada, Inc.-president and chief 
operating officer, 1996-1998; senior vice 
president and chief financial officer, 
1993-1996. (VLB.A., 1971, Seattle 
University; B.B.A., 1968, Cleveland State. 

MARK A. COHEN 

51, president, Softlines, chief marketing 
officer since September 1999. Executive 
vice president-Marketing from January 
to August 1999. Senior vice president of 
Cosmetics, Accessories, Fine Jewe/ry, 
Footwear and Home Fashions, 


1998-1999. Chairman and chief 
executive officer of Bradlees, Inc., 
1994-1997. M.B.A.. 1971 and B.A. 
Engineering, 1969, Columbia University, 

MARY E. CONWAY 

51, president, Stores since September 
1999. President, Full-line Stores 
1999; senior vice president, Northeast 
Region 1998-1999; region general 
manager 1993-1998. 1982, Beaver 
College; 1980, Si. Joseph University. 

JULIAN C. DAY 

47, executive vice president and chief 
operating officer since September 
1999. Executive vice president and 
chief financial officer, March 1999 
to September 1999. Executive vice 
president and chief financial officer 
of Safeway, Inc. 1992-1998. M.B.A., 
1979, London Business School; M.A., 
1975 and B.A., 1974, Oxford University. 

LYLE G. HEIDEMANN 

54, president, Hardlines since 1999. 
Senior vice president. Appliances/ 
Electronics, 1998-1999; vice president, 
Appiiances/'Electronics, 1997-1998; 
vice president, general merchandise 
manager- Home Appliances, 1996-1997; 
divisional vice president, Lawn and 
Garden/Sporting Goods, 1992-1996. 

B.S., 1967, Northern Illinois University. 

ANASTASIA 0. KELLY 

50, executive vice president, general 
counsel since September 1999. 

Executive vice president, gpneral 
counsel and secretary, March 1999 to 
September 1999. Fame Mae-senior vice 
president, general counsel and secretary, 
1996-1999; senior vice president and 
general counsel, 1996 and senior vice 
president, deputy general 1995-1996. 
Partner, Wilmer, Cutler & Pickering, 
1990-1995. J.D., 1981, George 
Washington University National Law 
Center; B.A., 1971, Trinity College. 


ALAN J. LACY 

46, president, Services since September 
1999, president of Sears Credit from 
1997 until 1999 (additionally as chief 
financial officer from 1998 to 1999), 
and chief financial officer, from 1995 
until 1997. Executive vice president and 
chief financial officer 1995-1997, 
senior vice president of Finance of the 
former Merchandise Group 1994-1995. 
Vice president of Financial Services 
and Systems of Philip Morris Companies 
Inc. and president of Philip Morris 
Capital Corporation, 1993-1994. 
M.B.A., 1977, Emory University; B.S., 
1975, Georgia Institute of Technology. 

GERALD N, MILLER 

52, senior vice president and 
chief information officer since 1998. 
Vice president of Logistics Information 
Systems 1995-1998; senior systems, 
director 1994-1995. Vice president 
of Information Technology of Bergen 
Brunswig Corporation, 1987-1994 
B.S.-Finance, 1970, Long Beach State. 

WILLIAM G. PAGONIS 

58, executive vice president, Logistics 
since 1994. Senior vice president, 
1993-1994. Retired Lieutenant General, 
U.S. Army. M.B.A., 1970 and B.S., 
1964, Pennsylvania State University. 

JOHN T. SLOAN 

48, executive vice president, Human 
Resources since 1999. Senior vice 
president, Human Resources, 1998-1999. 
Vice president Human Resources, 
Full-line stores, 1996-1998. Senior vice 
president of administration of Tribune 
Company, 1993-1996. M.B.A., 1976, 
Fordham University; B.S., 1974, 

Cornell University. 


Sears, Roebuck and Co. 
3333 Beverly Road 
Hoffman Estates, Illinois 
60179 


Sears. The good life at a great price. Guaranteed. ' 


















